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COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSION 

* * * 

I n  t h e  Ha t t e r  of: 

GENERAL ADJUSTMENT I N  ELECTRIC ) 
AND GAS RATES OF LOUISVILLE GAS ) CASE NO. 8924 
AND ELECTRIC COMPANY 1 

O R D E R  

On N o v e m b e r  23, 1983, L o u i s v i l l e  Gas and Electric Company 

("LGLE') f i l e d  a n  a p p l i c a t i o n  w i t h  t h e  Commission request ing au- 

t h o r i t y  to  i n c r e a s e  i t s  e lectr ic  and gas rates for s e r v i c e  cen- 

dered o n  and  after December 1 4 ,  1983. The proposed rates w o u l d  

i n c r e a s e  a n n u a l  electric r e v e n u e s  by $ 4 3 . 5  m i l l i o n ,  a n  i n c r e a s e  of 

10.9 percent, and annual gas r e v e n u e s  by $6 million, a n  i n c r e a s e  

of 3.2 percent. These  i n c r e a s e s  r e p r e s e n t  a n  a n n u a l  i n c r e a s e  i n  

t o t a l  o p e r a t i n g  r e v e n u e s  of $ 4 9 . 5  m i l l i o n ,  or 7 . 7  p e r c e n t ,  based 

o n  norma l i zed  test year sales. 

The Commission s u s p e n d e d  the proposed ra te  i n c r e a s e s  u n t i l  

May 1 4 ,  1984, i n  order to  c o n d u c t  p u b l i c  h e a r i n g s  and i n v e s t i g a -  

tions i n t o  t h e  r e a s o n a b l e n e s s  of t h e  proposed rates. A h e a r i n g  

was s c h e d u l e d  for March 20,  1984, for t h e  purpose of cross- 

e x a m i n a t i o n  of the w i t n e s s e s  of LG&E and t h e  i n t e r v e n o r s .  LG&E 

wae d i rected to g i v e  no t i ce  to its consumers of t h e  p roposed  rates 

and t h e  s c h e d u l e d  h e a r i n g  p u r s u a n t  to 807  KAR 5 1 0 2 5 ,  S e c t i o n  7 .  A 

h e a r i n g  to r e c e i v e  p u b l i c  comment and  t e s t i m o n y  was c o n d u c t e d  on 

Msrch 12, 1964, at t h e  Old Cour thouse  in L o u i s v i l l e ,  Kentucky. 



Mot ions  to  i n t e r v e n e  i n  t h i s  m a t t e r  w e r e  f i l e d  by the Con- 

sumer P r o t e c t i o n  D i v i s i o n  i n  t h e  O f f i c e  of t h e  A t t o r n e y  G e n e r a l  

( " A G " ) ,  t h e  C i t y  of L o u i s v i l l e  and J e f f e r s o n  C o u n t y  ( " L o u i s -  

1 v i l l e " ) ,  Airco Alloys and Carbide,  a d i v i s i o n  of t h e  BOC Group, 

I n c . ,  ( " A i r c o " ) ,  t h e  Depar tmen t  of Defense  of the U n i t e d  States,  

t h e  L o u i s v i l l e  Paddlewhcel  A l l i a n c e  ( " L P A " )  t h e  Office of 

Xentucky Legal S e r v i c e s  Programs on b e h a l f  of Sharon  K e r n n i c k ,  a 

r e s i d e n t i a l  cus tomer  of LGQE, ( " R e s i d e n t i a l  I n t e r v e n o r s ' ) ,  and  t h e  

group of A r c 0  M e t a l e  Company, E. I. d u p o n t  d e  Nemoure and Company, 

Ford Motor Company, K o S m O S  Cement Company, Rohm and Haas Kentucky,  

I n c , ,  and O l i n  C o r p o r a t i o n ,  t h e  Kentucky I n d u s t r i a l  U t i l i t y  

Cus tomers  ( " K I U C ' ) .  These m o t i o n s  w e r e  granted and n o  other 

part ies  f o r m a l l y  i n t e r v e n e d .  

The h e a r i n g s  for t h e  purpose of c r o s s - e x a m i n a t i o n  of t h e  

witnesses of M;&E and t h e  i n t e r v e n o r s  were h e l d  i n  t h e  Commis- 

s i o n ' s  o f f i c e s  in F r a n k f o r t ,  Kentucky,  o n  March 20-23 and 27 ,  

1964 ,  w i t h  all part ies  of record r e p r e s e n t e d .  B r i e f s  were f i l e d  

by A p r i l  2 0 ,  1984, and t h e  i n f o r m a t i o n  r e q u e s t e d  d u r i n g  the 

h e a r i n g s  h a s  been  s u b m i t t e d .  

T h i s  O r d e r  a d d r e s s e s  t h e  Commission's f i n d i n g s  and determi- 

nations on i s sues  p r e s e n t e d  and d i s c l o s e d  i n  t h e  h e a r i n g s  and 

investigation of LG&Egs r e v e n u e  r e q u i r e m e n t s  and rate d e s i g n  and  

p r o v i d e s  rates and c h a r g e s  t h a t  w i l l  p r o d u c e  an  I n c r e a s e  i n  a n n u a l  

ccvenuts  of $37,826,578. 

COMMENTARY 

LG&E is a p r i v a t e l y - o w n e d  e l ec t r i c  and g a s  u t i l i t y  which 

d i s t r i b u t e s  and sells e l e c t r i c i t y  t o  a p p r o x i m a t e l y  299,500 
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ConSmerS i n  J e f f e r s o n  County ,  and i n  p o r t i o n s  of B u l l i t t ,  H a r d i n ,  

Headc, Oldham, S h e l b y  and Trimble c o u n t i e s  and d i s t r i b u t e s  and 

sel ls  n a t u r a l  gas t o  a p p r o x i m a t e l y  2 3 3 , 0 0 0  consumers  i n  J e f f e r s o n  

County and In  pOrtfOn6 of B u l l l t t ,  Green ,  H a r d i n ,  H a r t ,  Henry,  

La rue ,  Mar ion ,  Weade, Metcalfe, Ne l son ,  Oldham, Shelby, T r i m b l e  

and Washington c o u n t i e s .  

TEST PERIOD 

LG&E proposed  and  the C o m m i s s i o n  h a s  a c c e p t e d  t h e  12-month 

period e n d i n g  August 31, 1983 ,  as the t e s t  period for d e t e r m i n i n g  

t h e  r e a s o n a b l e n e s s  of t h e  proposed rates. In u t i l i z i n g  the h i s -  

tor ic  test period t h e  Commiss ion  h a s  g i v e n  f u l l  c o n s i d e r a t i o n  to 

appropriate known and m e a s u r a b l e  changes .  

VALUATION 

LG&E p r e s e n t e d  t h e  n e t  o r i g i n a l  cost ,  Cap i t a l  s t r u c t u r e ,  

and r e p r o d u c t i o n  cost as t h e  v a l u a t i o n  methods i n  t h i s  case. The 

Commissio;r  has g i v e n  d u e  c o n s i d e r a t i o n  to  t h e s e  and o t h e r  e l emen t s  

of v a l u e  i n  d e t e r m i n i n g  t h e  r e a s o n a b l e n e s s  of the proposed rates. 

As in t h e  p a s t ,  the Commission has g i v e n  l i m i t e d  conelderat ion t o  

t h e  proposed r e p r o d u c t i o n  cost. 

Net O r i g i n a l  C o s t  

LGbE propoeed  a t o t a l  company n e t  o r i g i n a l  cost rate base 

of $1,201,196,412.  G e n e r a l l y ,  t h e  proposed ra te  base w a s  deter- 

mined i n  a c c o r d a n c e  w i t h  t h e  Commission 's  d e c i s i o n  i n  LG6E's l a s t  

rate case. The net i n v e s t m e n t  rate base h a s  been  a d j u s t e d  t o  

reflect  the accepted pro forma a d j u s t m e n t s  to  o p e r a t i o n  and main- 

t e n a n c e  e x p e n a e s  i n  t h e  c a l c u l a t i o n  of t h e  allowance for working 
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capi ta l .  A l l  o t h e r  e l e m e n t s  of t h e  n e t  o r i g i n a l  cost ra te  base 

have  been accepted as proposed by  LGbE. 

Although t h e  C o m m i s s i o n  h a s  f o l l o w e d  its e x i s t i n g  p o l i c y  

c o n c e r n i n g  t h e  c a l c u l a t i o n  of working  c a p i t a l ,  it i n t e n d s  to  moni- 

tor t h e  r e c e n t l y - i n s t i t u t e d  F e d e r a l  Energy  R e g u l a t o r y  Commission 

("PERC") rule-making p r o c e d u r e  on  t h i s  matter and i nves t iga t e  its 

p o s s i b l e  a p p l i c a t i o n  i n  t h i s  j u r i s d i c t i o n .  LGhE is h e r e b y  p u t  o n  

notice t h a t  t h i s  i s s u e  w i l l  be c o n s i d e r e d  i n  f u t u r e  rate p roceed-  

i n g s .  

The n e t  o r i g i n a l  cost rate base d e v o t e d  t o  e lec t r ic  and gas  

operations is d e t e r m i n e d  by t h e  Commission t o  be a s  f o l l o w s :  

Gas Elec t r ic  Total 

T o t a l  U t i l i t y  P l a n t  $155,082,376 $1 ,439 ,731,660 $1 ,594 ,614,036 

Add : 
Materials & S u p p l i e s  $ 1 , 2 2 9 , 1 4 3  $ 50,697,328 $ 51,926,471 
Gas S t o r e d  Under- 

ground 37 ,290  r 387 -0 -  37,290,387 
Prepayments  260,688 494,480 755,168 
Cash Working Capi ta l  3,358,590 25,718,398 29,076,988 

Sub- t o  t a  1 $ 42,138,808 $ 76,910,206 $ 119,049,014 

D e d u c t :  
Rese rve  for Depre- 

c i a t i o n  $ 59,074,135 $ 318,727,118 $ 377,801,253 
C u s t o m e r  Advances 1 ,301 ,464  802,764 2,104 , 228 

Taxes 14,767,700 1 1 4 f 5 1 3 r 4 0 0  129,281,100 

(3%) 629,622 1 , 8 6 2 , 1 0 8  2 ,491,730 
Sub- t o t s  1 '$ 75 ,772 ,921  $ 435,905,390 S 511,578,311 

Accumulated D e f e r r e d  

I n v e s t m e n t  Tax Cred it 

N e t  O r i g i n a l  C o s t  
R a t e  B a s e  $121,488,263 S l r060 ,736 ,476  $1 ,202 ,104,739 
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Capi ta l  S t r u c t u r e  

LG&E's C o n t r o l l e r ,  @If. Frank  W i l k e r s o n ,  p roposed  a n  a d j u s t -  

ed end-of-test-year capi ta l  structure containing 45.97 percent 

debt, 10.03 percent preferred atock, 36.03 percent common equity 

and 7.97 p e r c e n t  Job Development  f n v e s t m e n t  Tax C r e d i t  ( w ~ ~ ~ C w ) .  

Long-term d e b t  w a s  r educed  by $12,000,000 t o  reflect  t h e  retlre- 

ment ,  o n  F e b r u a r y  1, 1984, of F i r s t  Mortgage Bonds and shor t - t e rm 

debt w a s  i n c r e a s e d  by $12,000,000 t o  fund  t h a t  r e t i r e m e n t .  I n  h i s  

s u p p l e m e n t a l  t e s t i m o n y ,  M r .  W i l k e r s o n  s t a t e d  t h a t  LG&E p l a n n e d  t o  

replace $37,000,000 of series E p o l l u t i o n  c o n t r o l  bonds, i n  March, 

1984,  w i t h  a p p r o x i m a t e l y  $26,000,000 of series I p o l l u t i o n  control 

bonds .- The d i f f e r e n c e  would be made u p  from t h e  b a l a n c e  of 

unexpended funds f r o m  a p r e v i o u s  sa le  of bonds  by J e f f e r s o n  

County .- */ An a d j u s t m e n t  t o  t h e  c a p i t a l  s t r u c t u r e  was a l so  made t o  

reflect  d i s c o u n t s  o n  p r e f e r r e d  s t o c k  and  common e q u i t y .  

D r .  C a r l  G. K. Weaver ,  e c o n o m i s t  and p r i n c i p a l  w i t h  M. S. 

Gerber 6 Associates, I n c . ,  and w i t n e s s  for t h e  AG and L o u i s v i l l e ,  

p roposed  a c a p i t a l  s t r u c t u r e  c o n t a i n i n g  45 .97  p e r c e n t  d e b t ,  10.12 

p e r c e n t  preferred s tock ,  35 .94  p e r c e n t  common e q u i t y  and 7.97 

p e r c e n t  JDIC. The d i f f e r e n c e  be tween Dr. Weaver ' s  proposed capi-  

tal structure and Ur. W i l k e r s o n ' s  was i n  the a d j u s t m e n t  to  ref lect  
d i s c o u n t s  o n  p r e f e r r e d  s t o c k  and common equi ty .2 '  

A t  t h e  h e a r i n g ,  H r .  W i l k e r s o n  w a s  a a k e d  t o  f i l e  a n  u p d a t e  

of h i s  E x h i b i t  S ,  showing LG&E's c a p i t a l  r a t i o s  a s  of F e b r u a r y  29 ,  

1984. According  t o  t h a t  upda ted  e x h i b i t ,  LG&E's c a p i t a l  s t r u c t u r e  

contained 44.99  percent debt, 9.97 percent preferred stock, 36.84  
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percent common e q u i t y  and  8.20 percent JDIC. T h i s  capital stfuc- 

t u r e  r e f l e c t s  a d d i t i o n a l  retained earnings and a d d i t i o n a l  common 

stock from LG&E's d i v i d e n d  r e i n v e s t m e n t  p l a n  and  employee s t o c k  

plan.  F u r t h e r m o r e ,  t h e  a d d i t i o n a l  $12 ,000 ,000 of s h o r t - t e r m  d e b t ,  

r e q u i r e d  t o  fund  t h e  r e t i r e m e n t  of F i r s t  Mortgage Bonds, was n o t  
r e q u i r e d  b e c a u s e  t h e  f u n d s  became a v a i l a b l e  from o t h e r  sources . -  4/  

The Commission is o f  t h e  o p i n i o n  t h a t  t h e  a d j u s t m e n t s  t o  t h e  end- 

o f - t e s t - y e a r  cap i t a l  s t ruc tu re  p roposed  by =&E are known, measur- 

able and r e a s o n a b l e .  They r e f l e c t  a c tua l  c h a n g e s  i n  LGhE'e end- 

o f - t e s t - y e a r  c a p i t a l  m t r u c t u r e ,  T h e r e f o r e ,  t h e  Commiss ion  is of 

t h e  o p i n i o n  t h a t  a n  a d j u s t e d  c a p i t a l  s t r u c t u r e  c o n t a i n i n g  49.01 

p e r c e n t  d e b t ,  10.86 p e r c e n t  preferred stock and 40.13 p e r c e n t  

common e q u i t y  is reasonable. 

The Commission h a s  d e t e r m i n e d  LGsE's adjusted c a p i t a l  

s t ruc ture  for ra te -making  purposes t o  be as f o l l o w s :  

Amount P e r c e n t  

Debt $ 571,841,013 49.01 
P r e f e r r e d  Stock 126 ,712 ,781  1 0  . 86  
Common S t o c k  468,230,563 40.13 

T o t a l  $1,166,784,357 100.00 

I n  d e t e r m i n i n g  t h e  c a p i t a l  s t r u c t u r e  t h e  Commiesion h a s  

accepted t h e  cap i ta l  ratios reflected as  of F e b r u a r y  29, 1984.  

However, i n  a c c o r d a n c e  w i t h  i ts s t a n d a r d  rate-making procedures, 

t h e  amount of t o t a l  c a p i t a l i z a t i o n  h a s  n o t  been  i n c r e a s e d  beyond 

the t ea t -yea r -end  balance. The t e s t - y e a r - e n d  JDIC h a s  been al lo-  
cated to each component of t h e  capital s t r u c t u r e  on the basim of 

t h e  ratio o f  e a c h  component to  to ta l  c a p i t a l  e x c l u d i n g  JDIC. The 

I 
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Conmieefon is of the opinion t h a t  t h i s  treatment is entirely con- 
s i s t e n t  w i t h  t h e  r e q u i r e m e n t  of t h e  I n t e r n a l  Revenue S e r v i c e  

("IRS")  that JDIC r e c e i v e  t h e  same o v e r a l l  r e t u r n  allowed o n  com- 

mon e q u i t y ,  debt  and preferred s t o c k .  

Reproduc t ion  C o s t  

LGLE p r e s e n t e d  t h e  r e p r o d u c t i o n  cost rate base i n  W i l k e r s o n  

Exhibit 9.  T h e r e i n  X b E  estimated t h e  v a l u e  of p l a n t  i n  s e r v i c e ,  

p l a n t  h e l d  f o r  f u t u r e  use and  c o n s t r u c t i o n  work i n  progress 

("CWIP") a t  t h e  end of the tes t  year. The r e s u l t i n g  r e p r o d u c t i o n  

cost rate base is $2,3155,629,578 which i n c l u d e s  e lec t r ic  f a c i l i -  

t ies of $2,019,662,337 and  gas facilities of $345,967,241.  

REVENUES AND EXPENSES 

For t h e  tes t  period LGSE had n e t  o p e r a t i n g  income of 

$95,602,933. LG&E proposed  s e v e r a l  pro forma a d j u s t m e n t s  t o  reve -  

nues and e x p e n s e s  t o  r e f l e c t  more c u r r e n t  and  a n t i c i p a t e d  operat- 

ing c o n d i t i o n s  which r e s u l t e d  i n  a n  a d j u s t e d  n e t  operating income 

Of $105,171,299.~/* The Commission is of the opinion that t h e  ptfo: 

posed a d j u s t m e n t s  are g e n e r a l l y  proper and  acceptable for rate- 

making purposes w i t h  t h e  fo l lowing  m o d i f i c a t i o n s :  

Tempera ture  Normalizat ion - G a s  Rates 

LG&E proposed a d j u s t m e n t s  to gas r e v e n u e s  and  e x p e n s e s  to 

normalize for abnormal  t e m p e r a t u r e s  e x p e r i e n c e d  d u r i n g  t h e  test 

year. LGcE's proposal would increase operating income by 

$ 1 , 9 7 4 , 7 0 1  baaed on  t h e  aseumpt ion  t h a t  tes t  year sa le s  were 

1,837,056 M c f  below normal  due to  t h e  mi lder - than-normal  tempera- 

t u r e s  e x p e r i e n c e d  during t h e  tes t  year. LG&E*s w i t n e s s ,  Mr. John 
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H a r t ,  Jr., V i c e  P r e s i d e n t  for Rates and Economic R e s e a r c h ,  c a l c u -  

la ted t h e  a d j u s t m e n t  by d e t e r m i n i n g  t h e  l e v e l  of space h e a t i n g  

sales d u r i n g  t h e  test year and comput ing  the number of space h e a t -  

i n g  Hcf per h e a t i n g  degree day f o r  t h e  four rate classes w h i c h  

ref lect  t e m p e r a t u r e - s e n s i t i v e  sa les . /  To d e t e r m i n e  t h e  de f i c i t  

i n  Mcf sales ,  Mr. Hart appl ied t h e  l e v e l s  of Mcf per d e g r e e  day t o  

t h e  degree  day deficiency experienced during t h e  test  y e a r .  The 

sales d e f i c i t  was t h e n  c o n v e r t e d  t o  r e v e n u e  by a p p l y i n g  t h e  price 

per Mcf d u r i n g  t h e  period of d e g r e e  day d e f i c i e n c y  to t h e  M c f  

sales de f i c i t .  The expense adjustment was c a l c u l a t e d  by a p p l y i n g  

the p u r c h a s e d  gas commodity ra te  d u r i n g  the period of d e g r e e  day 

d e f i c i e n c y  t o  t h e  Hcf d e f i c i t .  

D r .  Mark Gerher, of M. S. Gerber and  Associates, I n c . ,  

w i t n e s s  for t h e  AG and L o u i s v i l l e ,  d i s p u t e d  t h e  a d j u s t m e n t  pro- 

posed by LGcE a n a  proposed a n  a l t e r n a t i v e  a d j u s t m e n t  which would 

i n c r e a s e  o p e r a t i n g  income by $3,530,000.z’ D r .  Gerber c o n t e n d s  

t h a t  t h e  da ta  u s e d  i n  LG&E’s a d j u s t m e n t  are i n c o n s i s t e n t  w i t h  e a c h  

o t h e r  i n  t h a t  t h e  Mcf sales and  h e a t i n g  d e g r e e  d a y s  r e f l e c t  t h e  

e n t i r e  test y e a r  w h i l e  t h e  g a s  prices and commodity costs are 

t a k e n  from t h e  6 months  when h e a t i n g  degree days were less then 

normal .  D r .  G e r b e r  also m a i n t a i n s  t h a t  LGSE I s  i n c o r r e c t  i n  

i n c l u d i n g  s a l e s  from t h e  e n t i r e  tes t  year i n  I t s  a d j u s t m e n t  

because d u r i n g  t h e  months  o u t s i d e  t h e  6-month h e a t i n g  season--from 

October th rough  March--sales response to  t e m p e r a t u r e  is lest3 and 

t h i s  r e s u l t s  i n  b i a s i n g  t h e  a d j u s t m e n t  i n  a downward di rec t ion .  

Dr. Gerber claims t h a t  by i n c l u d i n g  sales from t h e  e n t i r e  tes t  

year in ite a d j u s t m e n t  LG&E h a e  aasumed t h a t  t h e  r e s p o n s e  of 
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sales  to  t e m p e r a t u r e  is l i n e a r  when i n  f a c t  s a l e s  are a n o n - l i n e a r  

f u n c t i o n  of t e m p e r a t u r e .  D r .  Gerber  a t tempted  t o  a d j u s t  for t h e  

problems h e  perceived w i t h  LG&E1s a d j u s t m e n t  by a p p l y i n g  Hr. 

H a r t ' s  me thodo logy  t o  t h e  sales d a t a  from t h e  6 months  of O c t o b e r  

t h r o u g h  March and  e x c l u d i n g  t h e  sales  from t h e  r e m a i n d e r  of t h e  

test year. 

The Commission agrees w i t h  D r .  Gerber, i n  p a r t ,  and  is  of 

t h e  o p i n i o n  t h a t  LGbrE's a d j u e t m e n t  c o u l d  be improved t o  p r e s e n t  a 

better i n d i c a t i o n  of t h e  f e s p o n s e  of sales to  temperature a t  

d i f f e r e n t  t i m e s  of t h e  y e a r  u n d e r  v a r i o u s  w e a t h e r  c o n d i t i o n s .  

However, t h e  Commission is n o t  p e r s u a d e d  by D r .  G e r b e r ' s  a r g u m e n t  

t h a t  l i m i t i n g  t h e  a d j u s t m e n t  t o  6 months '  da ta  r e s u l t s  i n  a better 

measurement o f  sales r e s p o n s e  to t e m p e r a t u r e .  A s  Mr. H a r t  s t a t e d  

unde r  c r o s s - e x a m i n a t i o n ,  t h e  use of t h e  e n t i r e  12 months r e s u l t s  

i n  a v e r a g i n g  t h e  v a r i o u s  r e s p o n s e s  of sales  t o  t e m p e r a t u r e  t h a t  

o c c u r  t h r o u g h o u t  t h e  tes t  y e a r  and  does n o t  ref lect  a l i n e a r  rela- 

t i o n s h i p  be tween  sales and  t empera tu re . -  */ F u r t h e r m o r e ,  D r .  

Gerber's a d j u s t m e n t  i g n o r e s  mon ths ,  s u c h  as A p r i l  and  May, in 

which t h e  r e s p n s e  of sa les  to temperature was s i g n i f i c a n t .  

The Commission q u e s t i o n s  t h e  i n c o n s i s t e n c y  of LG6rE's pro- 

posal, i . e . ,  u s i n g  12-month sales volumes a n d  6-month average 

prices, and  it also q u e s t i o n s  t h e  reasons for the d i f f e r e n t  

r e s u l t s  a c h i e v e d  u s i n g  12-month a v e r a g e  prlcea v e r a u a  6-month 

prices. The Commission i n t e n d s  to  address t h e s e  q u e s t i o n s  i n  

LG&E'a f u t u r e  rate p r o c e e d i n g s ;  however,  u n t i l  t h e s e  questions are 

addressed, LGbE's a d j u s t m e n t  w i l l  be accepted a s  I n  p r ior  cases. 
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Tempera tu re  N o r m a l i z a t i o n  - Electric Sales  

LGLE d i d  n o t  propose a temperature n o r m a l i z a t i o n  a d j u s t m e n t  

for electric sales primarily because t h e  Commission has disallowed 

s u c h  a d j u s t m e n t s  i n  prior cases and because t h e  e f fec ts  of s u c h  a n  

a d j u s t m e n t  for the tes t  year ended  Augus t  31, 1983, would have 

been  minimal  .- 9/ 

H r .  S t e p h e n  J. Baron ,  of Kennedy and A S 8 O C i a t e S ,  W i t n e s s  

for AIrco, questioned t h e  representativeness, for r a t e -mak ing  

purposes, o f  t h e  tes t  y e a r  ended  August 31 ,  1983, and recommended 

t h a t  test period r e v e n u e s  and e x p e n s e s  be w e a t h e r  n o r m a l i z e d  to 

e s t a b l i s h  a r e p r e s e n t a t i v e  t e s t  year.-  lo' Mr. Baron f o r m u l a t e d  

this recommendation after making a compar i son  of t h e  Augus t  31, 

1983, tes t  year and t h e  12-month p e r i o d  e n d i n g  September  30, 1983. 

C o n t r a r y  t o  Mr. B a r o n ' s  c o n c l u s i o n ,  t h e  r e s u l t s  of t h i s  compar i son  

show only t h a t  LGsE's o p e r a t i n g  results d u r i n g  its proposed t e s t  

y e a r  were d i f f e r e n t  from t h e  o p e r a t i n g  r e s u l t s  of t h e  1 2  months 

ended September 30, 1983. A further r e v i e w  of LGcE's m o n t h l y  

reports and a n n u a l  reports shows t h a t  t h e  Augus t  t es t  y e a r  c l o s e l y  

approximated h i s to r i ca l  averages for r e s i d e n t i a l  sales, average 

sales per consumer and a n n u a l  cooling d e g r e e  days. 

! 

The Commission has d e n i e d  electric temperature nornal iza-  

t i o n  a d j u s t m e n t s  i n  LG&E's t w o  m o s t  r e c e n t  rate cases. I n  t h i s  

p r o c e e d i n g ,  Mr. Baron h a s  n o t  shown t h e r e  to  be a need for s u c h  an 

a d j u s t m e n t  i n  t h i s  cage b a s e d  upon h i s  a n a l y s i s  of t h e  test y e a r .  

Therefore , t h e  Commiesion w i l l  not r e q u i r e  any  temperature 

n o r m a l i z a t i o n  of LGSIE's electr ic  sales  for t h e  tes t  year ended  

August  31 ,  1983. 
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The Commission w i s h e s  t o  emphas ize  t h a t  t h e  d e c i s i o n  t o  

reject Hr .  B a r o n ’ s  p r o p o s a l  is n o t  a rejection of t h e  general 

c o n c e p t  of n o r m a l i z a t i o n .  A s  s ta ted  i n  p r e v i o u s  d i s c u s s i o n s  of 

t h i s  subjec t ,  t h e  Commission e n d o r s e s  t h e  c o n c e p t  o f  normalization 

and is n o t  a d v e r s e  t o  c o n s i d e r i n g  s u c h  p r o p o s a l s  f u r t h e r  when 

p r e s e n t e d  i n  f u t u r e  rate p r o c e e d i n g s .  

Hydro L i c e n s e  Fee 

LGhE proposed a n  a d j u s t m e n t  of $4 ,771 ,333  t o  r e f l e c t  t h e  

i n c r e a s e  i n  t h e  a n n u a l  fee it p a y s  t h e  federa l  government  for t h e  

u s e  of t h e  McAlpine  Dam f o r  t h e  o p e r a t i o n  of i t 8  h y d r o e l e c t r i c  

g e n e r a t i n g  p l a n t .  H i s t o r i c a l l y ,  t h e  f e e  has been imposed by t h e  

FERC a t  a rate of $95,000 per y e a r .  The c u r r e n t  FERC l i c e n s i n g  

p r o c e e d i n g  wou ld  increase t h e  fee t o  a maximum of $2 ,621 ,000  

a n n u a l l y  which  would be r e t r o a c t i v e  to  September  1981,  t h e  

e f f e c t i v e  d a t e  of t h e  new l i c e n s e .  

LGhE proposed  its a d j u s t m e n t  to  r e f l e c t  t h e  prospective 

r e c o v e r y  o f  t h e  i n c r e a s e d  a n n u a l  f e e  p l u s  t h e  3-year  amor t iza t ion  

and r e c o v e r y  of t h e  amount accrued from September 1, 1981,  t h r o u g h  

A p r i l  30,  1984.  LGcE i n d i c a t e d  t h a t  t h e  p e r i o d  of a m o r t i z a t i o n  

was less i m p o r t a n t  t h a n  t h e  establishment of a mechanism to  re- 

c o v e r  t h e  r e t r o a c t i v e  p o r t i o n  of t h e  i n c r e a s e d  fee.- ’’/ I n  

a d d i t i o n  t o  t h e  FERC p r o c e e d i n g  C o n g r e s s  has pend ing  b e f o r e  i t  

l e g i s l a t i o n  which  i n c l u d e s  a n  a l t e r n a t i v e  to  t h e  FERC proposal 

that would r e s u l t  i n  a $ 3 0 0 , 0 0 0  a n n u a l  fee for LGCE. Also, LG&E 

h a s  f i l e d  w i t h  t h e  U n i t e d  S t a t e s  Court of Appeal8 for certain 

-11- 



relief from t h e  FERC proposal. E i t h e r  of t h e s e  matters c o u l d  

a f f ec t  t h e  amount by w h i c h  LGslE' s  l i c e n s e  fee u l t i m a t e l y  

i n c r e a s e s .  

M r .  Baron q u e s t i o n e d  t h e  a p p r o p r i a t e n e s s  of p e r m i t t i n g  a n  

e x p e n s e  in c u r r e n t  rates which is s u b j e c t  to  s u c h  a h i g h  degree of 

u n c e r t a i n t y  .- 12' However, h e  i n d i c a t e d  t h a t  LG&E s h o u l d  be a l l o w e d  

a f u l l  r e c o v e r y  of t h e  i n c r e a s e d  fee,  i n c l u d i n g  t he  retroactive 
p o r t i o n ,  when a f i n a l  r u l i n g  is made o n  t h e  amount of t h e  fee.- 13/ 

The AG c o n t e n d s  tha t :  a n y  r e c o v e r y  of t h e  i n c r e a s e d  l i c e n s e  

fee e x p e n s e  for t h e  t i m e  period prior to t h e  i s s u a n c e  of t h i s  

Order  would c o n s t i t u t e  r e t r o a c t i v e  eate-making and be unlawfu1.- 1 4 /  

Rowever. t h e  AG recommends t h a t  t h e  Commission adopt a mechanism 

to  allow t h e  r e c o v e r y  of any prospective expense a f t e r  t h e  FERC's 
f i n a l  order is issued.- 15/ 

The Commission is of t h e  o p i n i o n  t h a t  t h e  f u l l  amount of 

t h e  i n c r e a s e d  fee w i l l  be recoverable through rates o n c e  a f i n a l  

d e t e r m i n a t i o n  is made as t o  t h e  e x a c t  amount of t h e  f e e .  Such  

r e c o v e r y  is n o t  re t roact ive ra te -making  because ratepayers w i l l  

not be r e q u i r e d  t o  pay for pas t  losses b u t  r a t h e r  for a f u t u r e  

e x p e n s e ,  t h e  amount o f  which is n o t  y e t  known and  measurable. 

S i n c e  t h e  amount of the i n c r e a s e d  f e e  is as y e t  unknown t h e  Com- 

m i s s i o n  has made no a d j u s t m e n t  at t h i s  t i m e  t o  reflect  t h i s  

e x p e n s e  f o r  r a t e -mak ing  purposes. However, o n c e  t h e  amount is 

d e t e r m i n e d  LGbE w i l l  be a l l o w e d  to  r e c o v e r  t h e  i n c r e a s e d  fee 

t h r o u g h  a n  approved s u r c h a r g e .  Had t h e  f i n a l  amount of t h e  

i n c r e a s e d  fee been  d e t e r m i n e d ,  known and  m e a s u r a b l e  as of Septem- 

ber 1981, LG&E would h a v e  i n c u r r e d  t h e  i n c r e a s e d  e x p e n s e  over t h e  
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30-year  l i f e  of the new l i c e n s e .  The Commission is o f  t h e  o p i n i o n  

t h a t  t h e  ra te -making  t r e a t m e n t  which would most n e a r l y  a p p r o x i m a t e  

that ideal d e t e r m i n a t i o n  would r e s u l t  from a n  a m o r t i z a t i o n  period 

e q u a l  to t h e  r ema in ing  l i f e  of t h e  l icense.  T h e r e f o r e ,  LGcE 

should f i l e  i ts  proposed s u r c h a r g e  unde r  t h i s  d o c k e t  w i t h  a pro- 

posed a m o r t i z a t i o n  p e r i o d  equal t o  t h e  r ema in ing  l i f e  of the 

l i c e n s e  a t  t h e  time of the filing. 

Wages and Salar ies  

I n  its o r i g i n a l  application LG&E proposed  a n  a d j u s t m e n t  of 

$1,280,490 to n o r m a l i z e  wage and s a l a r y  e x p e n s e s  to  t h e  t e s t - y e a r -  

end  level. These e x p e n s e  l e v e l s  i n c l u d e d  wage and  s a l a r y  

increases t h e  Commission disallowed for ra te -making  p u r p o s e s  i n  

Case N o .  8616, G e n e r a l  Ad jus tmen t  i n  Electric and Gas Rates of 

L o u i s v i l l e  Gas and Elec t r ic  Company, LG6E's most r e c e n t  rate Case. 

In Case No. 8616, t h e  Commission m o d i f i e d  LG&E's proposed  

wage and s a l a r y  a d j u s t m e n t  to reduce or e x c l u d e  for ra te -making  

purposes those wage and s a l a r y  i n c r e a s e s  it f o u n d  to  be excessive. 

LG6E now c o n t e n d s  t h a t ,  w i t h  t h e  passage of 1 1/2 years s i n c e  t h e  

date of t h o s e  wage increases and  t h e  i n c r e a s e  i n  t h e  cost of 

l i v i n g  d u r i n g  that period of t i m e ,  these 1982 wage increases are 

clearly justified for i n c l u s i o n  i n  the d e t e r m i n a t i o n  of rates to 

be i n  effect from t h i s  p o i n t  forward.-  16/ 

The Commission is of the o p i n i o n  t h a t  it was p r o p e r  to  

mod i fy  t h e  a d j u s t m e n t s  proposed by LG&E i n  C a s e  No. 8616; however,  

c o n s i d e r i n g  t h e  p a s s a g e  of t i m e  and t h e  i n c r e a s e s  i n  t h e  cost of 
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1 i v f n g  , 
s u c h  c 

t h e  Commission 

sts in the d 

is o f  t h e  o p i n i o n  t h a t  t h e  i n c l u s i o n  of 

termination of r e v e n u e  r e q u i r e m e n t s  is 

appropriate i n  this p r o c e e d i n g .  

On March 1 4 ,  1984 ,  LGcE f i l e d  a s u p p l e m e n t a l  a i i j u s t m e n t  t o  

r e f l e c t  t h e  4 p e r c e n t  wage i n c r e a s e  f o r  u n i o n  employees e f f e c t i v e  

Februa ry  3,  1984 ,  i n  t h e  amount  of $1,649,163. T h i s  i n c r e a s e  went  

i n t o  effect  more t h a n  5 months  beyond t h e  e n d  of t h e  tes t  year. 

I n  f i l i n g  t h i s  s u p p l e m e n t a l  a d j u s t m e n t ,  less t h a n  1 week prior t o  

t h e  h e a r i n g  of t h i s  case, LG&E d i d  n o t  increase i ts  r e q u e s t e d  

r e v e n u e s  b u t  asked t h a t  t h e  t h e  Commission c o n s l d e r  t h i s  a d j u s t -  

ment i n  d e t e r m i n i n g  r e v e n u e  r equ i r emen t s . -  171 

M r .  Robert  L. Royer,  LG&E's p r e s i d e n t  and  c h i e f  e x e c u t i v e  

o f f i c e r ,  s t a t e d  t h a t  the new un ion  c o n t r a c t  i n c o r p o r a t e d  s e v e r a l  

changes  which w i l l  r e s u l t  i n  more e f f i c i e n t  and effective admin- 

i s t r a t i o n  of t h e  non-economic p r o v i s i o n s  of the con t rac t .= /  Mr. 

Royer t e s t i f i e d  t h a t  any cost r e d u c t i o n s  r e s u l t i n g  from t h e s e  

c h a n g e s  would d e v e l o p  over t i m e  a n d  be r e f l e c t e d  in f u t u r e  tes t  

y e a r  costs b u t  c o u l d  n o t  be q u a n t i f i e d  a t  t h i s  t i m e . -  19/  

Supp lemen ta l  a d j u s t m e n t s  s u c h  as t h i s ,  s u b m i t t e d  l a t e  i n  

the p r o c e e d i n g ,  are becoming more and more f r e q u e n t .  G e n e r a l l y ,  

t h e s e  a d j u s t m e n t s  r e f l e c t  a n  a d d i t i o n  to  e x p e n s e s  w i t h o u t  a 

r e q u e s t  for a d d i t i o n a l  r e v e n u e s  to cover these e x p e n s e s .  I t  is 

f a i r l y  apparent  that a d d i t i o n a l  r e v e n u e s  are n o t  requested b e c a u s e  

s u c h  a r e q u e s t  w o u l d  n e c e s s i t a t e  t h e  f i l i n g  of new rate s c h e d u l e s  

end would r e s u l t  i n  a new %month s u s p e n s i o n  period b e i n g  Impimed. 

In s i t u a t i o n s  s u c h  as  t h i s ,  when a d d i t i o n a l  r e v e n u e s  are n o t  
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r e q u e s t e d ,  t h e  Commission and i n t e r v e n o r s  are both a t  a d i s a d v a n -  

t a g e  i n  a t t e m p t i n g  to  a n a l y z e  these a d j u s t m e n t s .  I n t e r v e n o r s ,  

p a r t i c u l a r l y  t h o s e  with limited f u n d i n g ,  can be h a r d - p r e s s e d  to 

e v a l u a t e  s u c h  a d j u s t m e n t s  w i t h o u t  i n c u r r i n g  a d d i t i o n a l  e x p e n s e  for 

c o n s u l t a n t s  and  expert w i t n e s s e s .  F i l i n g s  such as t h i s  also raise 

t h e  q u e s t i o n  of w h e t h e r  i n t e r v e n o r s  are b e i n g  afforded d u e  process 

i n  these matters .  

The Commission is of t h e  o p i n i o n  t h a t  t h e  s u p p l e m e n t a l  

a d j u s t m e n t  proposed by LGhE is incomple te  in that i t  reflect8 t h e  

increased costs associated w i t h  the new cont rac t  w i t h o u t  attempt- 

i n g  t o  r e c o g n i z e  or q u a n t i f y  t h e  associated e f f i c i e n c i e s  a n d  cost 

r e d u c t i o n s .  Proper m a t c h i n g  w o u l d  require t h a t  t h e s e  cost reduc- 

t i o n s  and e f f i c i e n c i e s  associated w i t h  the new c o n t r a c t  be afford- 

e d  s i m i l a r  ra te -making  t r e a t m e n t .  Inasmuch as the e f f i c i e n c i e s  

and cost reductions associated w i t h  t h e  new c o n t r a c t  will n o t  be 

r e c o g n i z e d  for ra te -making  p u r p o s e s  until f u t u r e  t e s t  years, t h e  

Commission is of the opinion t h a t  recognition of the i n c r e a s e d  

costs associated w i t h  t h e  contract s h o u l d  also be deferred  u n t i l  

f u t u r e  tes t  years. F u r t h e r m o r e ,  LGcE's d e c i s i o n  not t o  increase 

its r e q u e s t e d  r e v e n u e s  by t h e  amount of the s u p p l e m e n t a l  a d j u s t -  

ment p r e v e n t s  t h e  Commission from g i v i n g  the adjustment any 

a f f i r m a t i v e  c o n s i d e r a t i o n .  Therefore, t h e  Commission has  accepted 

I,G&E's o r i g i n a l  a d j u s t m e n t ,  w h i c h  n o r m a l i z e s  wages and sa la r ies  to 

the end of the tes t  year b u t  has d e n i e d  i t a  supplemental wage 

ad j ustmen t . 
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F r i n g e  B e n e f i t 6  

=&E proposed an a d j u s t m e n t  of $936,497 to  normalize its 

e x p e n s e  for f r i n g e  b e n e f i t s  to  t h e  t e s t - y e a r - e n d  l e v e l  and reflect 

projected i n c r e a s e s  for i n s u r a n c e  and  social security rates 

s c h e d u l e d  t o  increase on  J a n u a r y  I ,  1984.  The a c t u a l  i n c r e a s e s  

for Major Medica l  and  B l u e  Cross-Blue S h i e l d  h e a l t h  i n s u r a n c e  

d i f f e r e d  s l i g h t l y  f rom LG&E's o r i g i n a l  p r o j e c t i o n s  r e s u l t i n g  i n  a n  

a d d i t i o n a l  e x p e n s e  of $ 4 9  ,508.- *'' T h e r e f o r e ,  LG6E's a d j u s t m e n t  

has been  i n c r e a s e d  t o  $986,005 t o  re f lec t  t h e  i n c r e a s e  i n  

i n s u r a n c e  costs. The Commission is aware t h a t  t h e  record i n  t h i s  

p r o c e e d i n g  r e f l e c t s  l i t t l e  interest  i n  t h i s  matter.  However, 

t a k i n g  n o t i c e  of t h e  $ 5 5 8 , 0 0 0  i n c r e a s e  i n  LG&E's e x p e n s e  for B l u e  

Cross-Blue S h i e l d  i n s u r a n c e  for 1984 ,  t h e  C a m m i s s i o n  i n t e n d s  t o  

a n a l y z e  t h i s  m a t t e r  i n  LG&E's n e x t  rate case. LG&E s h o u l d  be 

p r e p a r e d  t o  show t h a t  it is a t t e m p t i n g  to c o n t r o l  these costs as 

much as possible.  

I n  accordance w i t h  t h e  decision t o  d i s a l l o w  LGbrE's supple- 

m e n t a l  wage a d j u s t m e n t ,  t h e  Commission h a s  n o t  s c c e p t e d  t h e  

r e l a t e d  a d j u s t m e n t  which would i n c r e a s e  t h e  e x p e n s e  for social 

security taxes b y  $115,462. 

Expense of C o n s u l t a n t ' s  S t u d y  

I n  C a s e  N o .  8616 t h e  Commission found t h a t  t h e  cost t o  be 

i n c u r r e d  by =&E for a f o r e c a s t i n g  and p l a n n i n g  s t u d y  by Energy  

Systems R e s e a r c h  Group, I n c . ,  ( . E S R G " )  w o u l d  be f u l l y  r e c o v e r a b l e  

t h r o u g h  rates. Dur ing  t h e  tes t  y e a r  LG&E's e x p e n s e  for t h e  ESRG 

study was $ 6 , 9 6 3  and fts t o t a l  coat was o r i g i n a l l y  e s t a b l i s h e d  at 

$42,103.  T h e r e f o r e ,  LG&E proposed an a d j u s t m e n t  of $358140 to 
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reflect the f u l l  cost i n  rates. The cost t o  LGCE h a s  s u b s e q u e n t l y  

i n c r e a s e d  t o  $58,298 d u e  t o  c h a n g e s  i n  t h e  p r o v i s i o n s  of t h e  

s t u d y .  The Commission is of t h e  o p i n i o n  t h a t  t h i s  w i l l  n o t  be a n  

a n n u a l l y  r e c u r r i n g  e x p e n s e  a n d ,  t h e r e f o r e  , s h o u l d  be a m o r t i z e d  

o v e r  a period of 2 years  f o r  r a t e -mak ing  p u r p o s e s .  T h e r e f o r e ,  t h e  

Commission h a s  made a n  a d j u s t m e n t  of $ 2 5 , 6 6 8  t o  reflect  X 6 E ' s  

i n c r e a s e d  cost €or r a t e - m a k i n g  purposes. 

Gas Costs 

LG&E d i d  not  propose an adjus tment  to t h e  cost  of gas in- 

c l u d e d  i n  r e v e n u e  r e q u i r e m e n t s .  However, M r .  H a r t  t e s t i f i e d  to  

t h e  gas  cost  component of t h e  p roposed  base ra tes ,  which h e  c a l c u -  

l a t e d  to be $3 .8034  per Mcf s e n d o u t  or $187 ,609 ,110 . -  21/ The 

method u s e d  to calculate t h i s  gas cost w a s  s u b s t a n t i a l l y  t h e  same 

as t h a t  u s e d  b y  Mr. H a r t  i n  Case No. 8616 and used  by M r .  Randall 

Walker, LG&E's C o o r d i n a t o r  of R a t e s  & T a r i f f s ,  in Case NO. 8 2 8 4 ,  

LG&E*s rate case prior t o  Case No. 8 6 1 6 ,  o n  t h e  s u b j e c t  of p r o f i t s  

on t h e  sale of gas from storage.  A d d i t i o n a l l y ,  t h e  a d j u s t e d  

r evenue  at p r e s e n t  and p r o p o s e d  rates i n c l u d e s  ( $ 3 r 5 4 3 , 1 3 6 )  from 

purchased  gas a d j u s t m e n t  ( "PGA" ) b i l l i n g s . -  22' The sum of t h e s e  

two a c c o u n t s ,  $184,065,974,  r e p r e s e n t s  t h e  t o t a l  gas cost 

reflected i n  t h e  a d j u s t e d  revenue from b o t h  proposed base rates 

and PGA b i l l i n g s .  M r .  Hart a r g u e d  t h a t  t h e  PGA b i l l i n g s  c a n  n o t  

be used  i n  s u c h  a c a l c u l a t i o n  u n l e s s  t h e y  are i n c r e a s e d  to  

el iminate  $406,135 interest  c r e d i t e d  t o  customers on r e f u n d a b l e  

a m o u n t a . z /  However, t h i s  i n t e r e a t  l a  a n  o f f s e t  t o  t h e  b e n e f i t  

t h a t  LGcE r e c e i v e d  from t h e  use of t h e  r e f u n d a b l e  amounts and 

s h o u l d  be e x c l u d e d  from r e v e n u e  r e q u i r e m e n t s .  Uaing the PGA 
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b i l l i n g s  i n c l u d e d  i n  t h e  a d j u s t e d  r e v e n u e ,  w i t h  no f u r t h e r  

a d j u s t m e n t ,  for c a l c u l a t i n g  t h e  t o t a l  gas  coet r e f l e c t e d  i n  t h e  

a d j u s t e d  r e v e n u e  r e s u l t s  i n  e x c l u d i n g  i n t e r e s t  o n  c u s t o m e r  r e f u n d s  

from . t h e  r e v e n u e  r e q u i r e m e n t .  Gas s u p p l y  e x p e n s e  per books for 

the test  y e a r  w a s  $184,423,161.  T h e r e f o r e ,  t h e  Commission is of 

t h e  opinion that gas operating expenses should be adjusted down- 

ward by $357,187=' to r e f l e c t  t h e  gas cost component  of proposed 

base rates t h a t  would  allow for t h e  lower cost of gas wi thdrawn 

f r o m  storage. 

The major  e x p e n s e  f o r  LG&E gas o p e r a t i o n s  is gas s u p p l y  

e x p e n s e ,  c o n s t i t u t i n g  83.5  p e r c e n t  of tes t  y e a r  a c t u a l  o p e r a t i n g  

expenses .  The Commission has for many y e a r s  allowed r e c o v e r y  of 

changes  i n  gas s u p p l y  costs t h r o u g h  t h e  e x p e d i t e d  p r o c e e d i n g s  of 

t h e  PGA c l a u s e .  However, M r .  H a r t ,  who is r e s p o n s i b l e  for LG&E'e  

PGA f i l i n g s ,  does n o t  know i f  recovery of gas costs, t h r o u g h  the 

gas cost component of base rates,  p l u s  t h e  PGA, s i g n i f i c a n t l y  

exceeded  or f e l l  s h o r t  of tes t  y e a r  a c t u a l  gas cost.- 25' In r e c e n t  

years other gas u t i l i t i e s  i n  Kentucky h a v e  p roposed  and t h e  Com- 

m i s s i o n  h a s  approved  PGA c l a u s e s  t h a t  t r a c k  and bill o v e r -  and 

u n d e r - r e c o v e r i e s  of gas costs. M r .  Hart said t h a t  LG&E's s i g n i f i -  

c a n t  s t o r a g e  o p e r a t i o n  complicates the c a l c u l a t i o n  of an o v e r -  or 

under - r ecove ry  a n d  that he d i d  n o t  see t h e  s i g n i f i c a n c e  of s u c h  a 

c a l c u l a t i o n . -  26/ Given t h e  a i z e  of gas s u p p l y  c o a t 8  and t h e  

expedited recovery of cost c h a n g e s  t h r o u g h  the PGA clause, the 

Commission and r a t e p a y e r s  mus t  be a s s u r e d  b o t h  t h a t  gae u t l l i t i e s  

are securing gas supplies at t h e  lowest p o s s i b l e  cost and t h a t  

ra te -making  t r e a t m e n t  allows r e c o v e r y  and n o t  o v e r - r e c o v e r y  of 
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those costs. Al though  t h e  a c c o u n t i n g  problems m e n t i o n e d  by Hr .  

Hart may be c h a l l e n g i n g ,  t h e  Commission f i n d s  t h a t  LGdE should 

m e e t  that chal lenge  and f i l e  no  l a t e r  t h a n  September 1, 1984,  

proposed r e v i s i o n s  of its PGA c l a u s e  and  rate case t r e a t m e n t  of 

gas costs t h a t  w i l l  p r o v i d e  for ongo ing  d e t e r m i n a t i o n  and  b i l l i n g  

of material  over- and  u n d e r - r e c o v e r i e s  of gas costs. 

I n t e r e s t  S y n c h r o n i z a t i o n  

LGhE disagrees w i t h  t h e  Commission' 8 histor ical  t r e a t m e n t  

of J D I C  as i t  relates t o  i n t e r e s t  e x p e n s e .  M r .  W i l k e r s o n  ques-  

t i o n e d  t h e  Commission 's  practice of i m p u t i n g  i n t e r e s t  e x p e n s e  for 

t h e  p o r t i o n  of J D I C  a s s i g n e d  to t h e  d e b t  components  of t h e  capital 

s t r u c t u r e  and t r e a t i n g  t h e  i n t e r e s t  as a d e d u c t i o n  i n  comput ing  

federal  income t a x  e x p e n s e  allowed i n  t h e  cost of serv ice . -  27/ 

LG&E is but one of s e v e r a l  u t i l i t i e s  which h a v e  d i s a g r e e d  

w i t h  this ra te -making  t r e a t m e n t  i n  r e c e n t  y e a r s .  One of these, 

C o n t i n e n t a l  Te lephone  Company ( " C o n t i n e n t a l " ) ,  has had two cases 

on appeal i n  t h e  Kentucky C o u r t  of Appeals u n d e r  Docket Nos. 

82-CA-2657-MR and  83-CA-431-MR i n  w h i c h  o n e  of t h e  i s s u e s  was t h e  

Commission's t r e a t m e n t  of J D I C .  On A p r i l  1 3 ,  1 9 8 4 ,  t h e  C o u r t  of 

Appeals i s s u e d  c o n t r a c l i c t o r y  o p i n i o n s  i n  t h e  two caue8 and  

directed t h a t  t h e  matter be puraued  i n  t h e  S t a t e  Supreme C o u r t .  

N o t  e x p e c t i n g  con t r ad ic to ry  o p i n i o n s  from the Court of Appeals, 

t h e  Commission had r e e e r v e d  t h i s  m a t t e r  i n  o t h e r  c a a e o  p e n d i n g  the 

appel la te  c o u r t ' s  f i n a l  d e c i s i o n .  The i n i t i a l  case i n  which s u c h  

a c t i o n  was t a k e n  w a s  C a s e  No. 8 7 3 4 ,  Adjustment of R a t e s  of 

Kentucky Power Company .- 28' I n  t h a t  p r o c e e d i n g ,  at t h e  request of 

Kentucky Power Company t o  avoid a n y  a d d i t i o n a l  j u d i c i a l  review o n  
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t h i s  issue, the Commission stated t h a t  should the final j u d i c i a l  

o p i n i o n  i n  t h e  C o n t i n e n t a l  cases be a d v e r s e  to  t h e  Commission 's  

p o s i t i o n ,  i t  would t h e n  c o n s i d e r  a rate a d j u s t m e n t  t o  g e n e r a t e  t h e  

revenues associated w i t h  t h e  d e b t  component  of J D I C .  

The Commission c o n t i n u e s  t o  be of t h e  o p i n i o n  t h a t  its pas t  

t r e a t m e n t  of JDIC is proper and  c o n s i s t e n t  w i t h  IRS r e g u l a t i o n s  

and  s u c h  t r e a t m e n t  w i l l  be c o n t i n u e d  i n  t h i s  p r o c e e d i n g .  However, 

as in C a s e  No. 8 7 3 4 ,  t h e  p r o v i s i o n s  of t h i s  Order  s h o u l d  e l i m i n a t e  

the need for appeal of this m a t t e r  a t  the j u d i c i a l  l e v e l .  

T h e r e f o r e ,  LG&E is h e r e b y  a p p r i s e d  t h a t  s h o u l d  t h e  f i n a l  j u d i c i a l  

o p i n i o n  i n  t h e  case(s) of C o n t i n e n t a l  be adverse t o  t h e  Commis- 

sion's position On interest a s s o c i a t e d  w i t h  JDIC, it w i l l  t h e n  

c o n s i d e r  a ra te  a d j u s t m e n t  to  g e n e r a t e  t h e  a s s o c i a t e d  r e v e n u e s  

which have  been  d e n i e d  h e r e i n .  

A t  t h i s  t i m e ,  i n  a c c o r d a n c e  w i t h  pas t  practice,  t h e  Commis- 

s i o n  has appl ied t h e  cost  ra tes  appl icable  to long- te rm debt  and 

s h o r t - t e r m  debt t o  t h e  JDIC a l loca ted  t o  t h e  deb t  components  of 

the cap i t a l  s t r u c t u r e .  Us ing  t h e  a d j u s t e d  cap i t a l  s t r u c t u r e  

allowed h e r e i n ,  t h e  Commission has computed a n  i n t e r e s t  a d j u s t m e n t  

of $2,772,427 which  resu l t s  i n  a r e d u c t i o n  t o  income taxes of 

$1,365,143. 

After applying t h e  combined s t a t e  and f e d e r a l  income t a x  

rate of 4 9 . 2 4  p e r c e n t  to  t h e  accepted pro forma a d j u e t m c n t s ,  t h e  

Commission f i n d s  t h a t  combined o p e r a t i n g  income ehould be 

i n c r e a s e d  by $ 1 3 , 3 3 4 , 4 5 5  to $108,937,388. 
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The a d j u s t e d  n e t  o p e r a t i n g  income is as fo l lows :  

Gas Electric T o t a l  

O p e r a t i n g  Revenues  $240,561,073 $400,588,035 $641,149,108 
O p e r a t i n g  Expenses  2308265,684 3 0 1 , 9 4 6 8 0 3 6  53282118720 

N e t  Operating Income $ 1 0 , 2 9 5 , 3 8 9  $ 9 8 , 6 4 1 8 9 9 9  $108 , 9378388  

RATE OF RETURN 

C o s t  of Debt 

M r .  W i l k e r s o n  p roposed  a cost of 8.09 p e r c e n t  for preferred 

S t o c k ,  t h a t  w a s  based o n  t h e  d i v i d e n d  ra te  times t h e  amount 

sold.=/ Dr. Weaver a lso  used a n  8.09 p e r c e n t  cost for p r e f e r r e d  

stock in h i s  t e s t i m o n y .  However, t h e  Commission is  of t h e  o p i n i o n  

t h a t  the cos t  for preferred stock s h o u l d  be based o n  t h e  amount 

o u t s t a n d i n g  times t h e  cost rate a t  i s s u a n c e .  T h e r e f o r e ,  t h e  

Commission i a  of the o p i n i o n  t h a t  a cost of 8.06 p e r c e n t  for 

preferred s tock  is r e a s o n a b l e .  

In h i 8  p r e f i l e d  t e s t i m o n y ,  M r .  W i l k e r s o n  proposed an embed- 

ded cost f a r  long- te rm debt of 8.32 p e r c e n t .  However8 i n  response 

to a s t a f f  i n f o r m a t i o n  request a t  t h e  h e a r i n g ,  Mr. W i l k e r s o n  te- 

vised t h e  embedded cost of long- te rm deb t  to  r e f l e c t  the replace- 

ment of $37,0008000 of series E p o l l u t i o n  c o n t r o l  bonds  w i t h  less 

costly series I p o l l u t i o n  c o n t r o l  bonds.- 3 0 /  The revised embedded 

cost of long- te rm debt  is 8 . 2 2  p e r c e n t .  Mr. W i l k e r s o n  also 

proposed  a 9.87 percent cost f o r  short-term debt ,  b a e d  on t h e  

bor rowing  rates a t  t h e  end  of t h e  tes t  y e a r .  D r .  Weaver proposed 

an 8 . 4 6  percent cornpoeite of cost of d e b t  which i n c l u d e d  a n  8.32 

percent embedded cost of long- te rm d e b t  and  a 9.87 p e r c e n t  cost 
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for s h o r t - t e r m  debt.- 31’ Given t h e  recommendat ions of Hr. 

Wilke r son  and  D r .  Weaver and  t h e  c u r r e n t  t r e n d  i n  in terest  rates, 

t h e  Commission is of t h e  o p i n i o n  t h a t  a composite cost of deb t  of 

8.34 p e r c e n t  is r e a s o n a b l e .  T h i s  composite cost i n c l u d e s  a n  8.22 

percent embedded cost of long- t e rm debt and a 9.87 p e r c e n t  cost of 

short-term debt. 

Cost of E q u i t y  

H r .  Wayne D. Honteau ,  Sen io r  V i c e  P r e s i d e n t  for H. Z i n d e r  b 

Associates and w i t n e s s  for  LGGE, recommended a r e t u r n  o n  e q u i t y  i n  

t h e  r a n g e  of 15.25 to 15.75  p e r c e n t ,  based  on  a risk premium a n a l -  

y s i s  and a comparable e a r n i n g s  a n a l y s i s .  H e  c o n c l u d e d  t h a t  X & E  

is c u r r e n t l y ,  and  has for some t i m e  b e e n ,  e a r n i n g  a n  i n a d e q u a t e  

r e t u r n  o n  equi ty . -  32’ H r .  Monteau c a l c u l a t e d  t h e  cost of common 

e q u i t y  for t h e  93 e lectr ic  u t i l i t i e s  l i s t e d  o n  t h e  N e w  York S t o c k  

Exchange ( “ N Y S E . )  based on  a d i s c o u n t e d  cash f l o w  (”DCF”) m o d e l .  

H e  t h e n  compared t h e  c a l c u l a t e d  cost of e q u i t y  to ~oody’s i ndex  of 

u t i l i t y  bond y i e l d s  and  d e v e l o p e d  risk premiums for t h e  years  1975 

t h r o u g h  1982 and  the 8 months  ended  Augus t  31 ,  1983. Mr. Monteau 

t h e n  d e t e r m i n e d  a 15.74 percent cost of common e q u i t y  for W & E  by 

a d d i n g  t h e  a v e r a g e  r i s k  premium he  d e v e l o p e d  to  L G & E ’ s  average 

bond yie ld . -  33/ 

Mr. Monteau also performed a Comparable earnings a n a l y s i s  

to d e t e r m i n e  t h e  r e l a t i v e  r i s k  and r e q u i r e d  r e t u r n  of LGbE. He 

compared the f i n a n c i a l  s t a t i s t i c s  of LG&E t o  those of 30 e lec t r ic  

u t i l i t i e s  h e  selected. Based on t h e  comparable e a r n i n g s  a n a l y s i s ,  
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Hr. Manteau c o n c l u d e d  t h a t  t h e  comparison u t i l i t i e s  were e a r n i n g  

s u b s t a n t i a l l y  more t h a n  LG&E o n  t h i c k e r  common e q u i t y  par t ic ipa-  
34/ t i o n  .- 

M r ,  Monteau d i d  n o t  perform a DCF a n a l y s i s  for  LGSE n o r  h i s  

30 comparable e lectr ic  u t i l i t i e s ,  a l t h o u g h  market  d a t a  w e r e  ava i l -  

able. H e  d i d  p e r f o r m  a DCF a n a l y s i s  for t h e  93 NYSE electrics (as 

par t  of a r i s k  premium a n a l y s i s )  b u t  t h a t  g r o u p  is v e r y  d ive r se  

and many of t h e  companies are d i s s i m i l a r  t o  LGLE. The C o m m i s s i o n  

h a s  r e s e r v a t i o n s  r e g a r d i n g  Mr. Monteau's r i s k  premium ana lys i s .  

Debt and  equity may n o t  react equally t o  changes in t h e  financial 

m a r k e t s ,  r e s u l t i n g  i n  a n  u n s t a b l e  r i s k  premium. Thc Commission is 

n o t  c o n v i n c e d  t h a t  a n  e x - a n t e  r i s k  p r e m i u m  c a n  be a c c u r a t e l y  de- 

t e r m i n e d  f r o m  h i s t o r i c a l  data .  F u r t h e r m o r e ,  using a n  estimate of 

t h e  cost of common equity for the 93 NYSE electrics in t h e  risk 

premium ana lys i s  c o u l d  p r o d u c e  f u r t h e r  d i s t o r t i o n s  of t h e  ex-ante  

r i s k  premium applicable to  LG&E. 

The Commission also h a s  r e s e r v a t i o n s  r e g a r d i n g  t h e  30 elec- 

t r i c  u t i l i t i e s  selected b y  H r .  Monteau for a comparable e a r n i n g s  

a n a l y s i s .  Over h a l f  of t h e  compan ies  a re  i n v o l v e d  i n  n u c l e a r  

g e n e  r a t  i o n  .- 35' A l t h o u g h  M r .  Monteau d i d  n o t  n e c e s s a r i l y  agree, 

t h e  Commission is of t h e  o p i n i o n  t h a t  i n v o l v e m e n t  w i t h  n u c l e a r  

g e n e r a t i o n  c a n  i n c r e a s e  t h e  r i s k  i n v e s t o r s  associate w i t h  a u t i l i -  

ty.- 36/ C e r t a i n l y  i n v o l v e m e n t  w i t h  n u c l e a r  g e n e r a t i o n  h a s  

i n c r e a s e d  t h e  r i s k  of u t i l i t i e s  s u c h  as G e n e r a l  P u b l i c  U t i l i t i e s  

(owners of T h r e e  Mile I s l a n d ) .  Given t h e  large proportion of 
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electric u t i l i t i e s  i n v o l v e d  w i t h  n u c l e a r  g e n e r a t i o n ,  t h e  Commis- 

sion is not convinced t h a t  Mr, Manteau's 30 comparable  companiee 

are i n  f a c t  comparable to  LG&E i n  terms of risk. 

M r .  Peter Ronald ,  S e n i o r  V i c e  P r e s i d e n t  of F f n a n c e  and 

Treasu re r  of LGhE and w i t n e s s  f o r  LGGE, did n o t  s p e c i f i c a l l y  make 

a recommendation as  to  t h e  appropriate r e t u r n  on common e q u i t y  for 

LG&E. However, he  b e l i e v e d  t h a t  LG&E needed to  e a r n  a h i g h e r  rate 

of r e t u r n  t o  m a i n t a i n  i ts  f i n a n c i a l  i n t e g r i t y . -  37/ M r .  Ronald 

s t a t e d  t h a t  m a r k e t  v a l u e  shou ld  be a t  l eas t  1 0  p e r c e n t  o v e r  book 

v a l u e  to allow LGhE t o  i s s u e  s t o c k  w i t h o u t  d i l u t i o n . = /  There- 

f o r e ,  a h i g h e r  r e t u r n  o n  e q u i t y  was r e q u i r e d  for LG&E. The Com- 

m i s s i o n  is of t h e  o p i n i o n  t h a t  g r a n t i n g  a ra te  of r e t u r n  suffi- 

c i e n t  t o  e n s u r e  a marke t  v a l u e  a t  l eas t  1 0  p e r c e n t  i n  e x c e s s  of 

book v a l u e  m i g h t  o v e r s t a t e  t h e  a c t u a l  i n v e s t o r  r equ i r ed  r e t u r n  on 

e q u i t y .  LG&E's a v e r a g e  s e l l i n g  expense  for common e q u i t y  was o n l y  

3.28 p e r c e n t  and marke t  f l u c t u a t i o n s  caused by t h e  i s s u a n c e  of 

c m o n  stock c a n  be p o s i t i v e  a s  w e l l  as nega t ive . -  39' F u r t h e r m o r e ,  

t h e  Commission s h o u l d  n o t  set  rates t o  g u a r a n t e e  t h a t  t h e  m a r k e t  

v a l u e  of L G b E ' s  common s tock e x c e e d s  i t s  book v a l u e  a t  a n y  g i v e n  

t i m e .  C u r r e n t l y ,  LG&E's market  t o  book ra t io  is i n  excess of one .  

Dr. Weaver recommended a cost of c o m m o n  equity for LG&E in 

t h e  r a n g e  of 1 3  t o  1 4  p e r c e n t ,  based p r i m a r i l y  on  a DCP a n a l y s i s .  

Re performed a DCF a n a l y s i s  on  LGGE and o n  a group of three 

compar ison  companies ,  u s i n g  1983 data and h i s t o r i c a l  d a t a .  D r .  

Weaver d e v e l o p e d  his growth rates u s i n g  the e a r n i n g s  r e t e n t i o n  

?.ti0 t lmes  t h e  r c t u c n  on e q u l t y  ( " b x r " )  method. Dr. Wesver 

b e l i e v e d  t h e  cost of common e q u i t y  for LGhE w a s  less t h a n  t h e  coet 
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of common e q u i t y  for t h e  t h r e e  compar ieon  compan ies  b e c a u s e  LGcE 

h a s  100  p e r c e n t  CWIP i n  i ts rate base which improves  LG&E'S 

a b i l i t y  to generate f u n d s  i n t e r n a l l y . -  40/  

The Commission is o f  t h e  o p i n i o n  t h a t  D r .  Weaver ' s  DCF 

a n a l y s i s  c o u l d  u n d e r s t a t e  t h e  a c t u a l  i n v e s t o r - r e q u i r e d  r e t u r n  o n  

equity f o r  LG&E. The bxr method c a n  u n d e r s t a t e  t h e  growth  ra te  

component i n  t h e  DCF a n a l y s i s  i f  e a r n i n g s  have  been  i n a d e q u a t e  i n  

t h e  past .  The lower g r o w t h  ra te  d e r i v e d  f r o m  t h e  bxr method  re- 

s u l t s  i n  a lower allowed r e t u r n  which c o u l d  r e s u l t  i n  Lower e a r n -  

ings and a lower retent ion ratio and  t h e n  a s t i l l  lower growth 

rate component and  so on.  A downward c y c l e  c a n  develop t h a t  c o u l d  

weaken the f i n a n c i a l  i n t e g r i t y  of LG&E. Dt. Weaver d i d  n o t  con- 

elder a n y  o t h e r  g r o w t h  estimates.  However, a c c o r d i n g  to  Va lue  

Line, t h e  e x p e c t e d  g r o w t h  rate i n  e a r n i n g s  per s h a r e  was 3.5 per- 

c e n t  .- 41/ Us ing  t h e  h i g h e r  Va lue  L i n e  g r o w t h  rate i n  Dt. Weaver's 

DCF a n a l y s i s  w o u l d  r e s u l t  i n  a h i g h e r  r e t u r n  o n  e q u i t y  for =&E. 

Plr. David H. K i n l o c h ,  w i t n e s s  f o r  LPA, stated t h a t  LG&E's 

ra te  of r e t u r n  s h o u l d  be l owered  b e c a u s e  of t h e  i n c l u s i o n  of 100  

p e r c e n t  of CWIP i n  i ts rate  base.- 42/  

The Commission Is obl iga ted  to  a l l o w  LG&E a n  o p p o r t u n i t y  to  

e a r n  a r e t u r n  t h a t  is a d e q u a t e  to m a i n t a i n  Its f i n a n c i a l  l n t e g r i -  

ty .  LG&E Is allowed to e a r n  a c a s h  r e t u r n  o n  100 p e r c e n t  of CWIP 

and its c a p i t a l  ra t ios  are w i t h i n  t h e  t a r g e t  r a n g e s  men t ioned  by 

W r .  Ronald.- 43/  C u r r e n t l y ,  LG&E's marke t  t o  book r a t i o  is i n  

e x c e s s  of o n e  which t e n d s  t o  i n d i c a t e  t h a t  i n v e s t o r s  perceive 

LG&E's r e t u r n  on  e q u i t y  t o  be adequate.  However, cap i ta l  costa  

have  been  r i s i n g ,  w i t h  Moody's AA ra ted u t i l i t y  bonds  y i e l d i n g  
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a l m o s t  1 4  p e r c e n t  r e c e n t l y . -  ‘‘I T h e r e f o r e  a f t e r  c o n s i d e r i n g  a l l  

o f  t h e  e v i d e n c e  ? i n c l u d i n g  c u r r e n t  economic c o n d i t i o n s ,  t h e  

Commission is of t h e  o p i n i o n  t h a t  a r e t u r n  o n  common e q u i t y  i n  t h e  

r a n g e  of 14.5 to 1 5 . 5  p e r c e n t  is  f a i r  j u s t  and r e a s o n a b l e .  A 

return on e q u i t y  i n  t h i s  range would not only allow LG&E t o  

a t t r ac t  cap i t a l  at reasonable costs t o  i n s u r e  c o n t i n u e d  service 

and p r o v i d e  for n e c e s s a r y  expans ion  t o  meet f u t u r e  r e q u i r e m e n t s ,  

b u t  also would r e s u l t  i n  t h e  lowest p o s s i b l e  coat to the 

r a t e p a y e r .  A r e t u r n  on e q u i t y  of 15 percent w i l l  b e s t  meet t h e  

above object ives .  

R a t e  of R e t u r n  Summary 

App ly ing  rates of 8 . 3 4  p e r c e n t  for d e b t ,  8.06 p e r c e n t  f o r  

p r e f e r r e d  s t o c k  and 15 percent  for common e q u i t y  t o  t h e  capi ta l  

s t r u c t u r e  approved  h e r e i n  p r o d u c e s  an o v e r a l l  cost  of cap i t a l  of 

10.98 percent. The a d d i t i o n a l  r evenue  g r a n t e d  h e r e i n  w i l l  p r o v i d e  

a rate o f  r e t u r n  o n  net i n v e s t m e n t  of 10.66 p e r c e n t .  The Commis- 

s i o n  f i n d s  this o v e r a l l  cost of c a p i t a l  to  be f a i r ,  j u s t  and 

r e a s o n a b l e .  

REVENUE REQUIREMENTS 

The Commiss ion  h a s  d e t e r m i n e d  t h a t  LG&E n e e d s  a d d i t i o n a l  

a n n u a l  o p e r a t i n g  income of $19,201,766 t o  p r o d u c e  a rate of r e t u r n  

of 1 5  p e r c e n t  on common e q u i t y  b a s e d  o n  t h e  a d j u s t e d  h i s t o r i c a l  

test year. A f t e r  t h e  p r o v i s i o n  for s ta te  and federal income taxes 

there is an o v e r a l l  revenue d e f i c i e n c y  of $37,828,578 which is t h e  

amount of a d d i t i o n a l  r e v e n u e  g r a n t e d  h e r e i n .  The n e t  o p e r a t i n g  

Income r e q u i r e d  to  allow LGGE the o p p o r t u n i t y  to pay Its o p e r a t i n g  

e x p e n s e s  and  f i x e d  costs and  have  a r e a s o n a b l e  amount for equity 
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growth  is $126,139,174. A breakdown be tween gas and e lec t r ic  

o p e r a t i o n s  of t h e  r e q u i r e d  o p e r a t i n g  income and t h e  i n c r e a s e  i n  

r evenue  al lowed h e r e i n  is as follows: 

N e t  O p e r a t i n g  
To ta l  Electric Gas 

Income Found $128,139,174 $115,197,117 $12,9428057 
Reasonab le  

Operating Income 

D e f i c i e n c y  

Requi red  

Ad jus t ed  N e t  $108,937,386 $ 98,641,999 $10,295,389 

N e t  O p e r a t i n g  Income $ 19,201,786 $ 16,555,118 $ 2,646,668 

A d d i t i o n a l  Revenue $ 378828,578 $32,6148496 $ 582148082 

The a d d i t i o n a l  r e v e n u e  g r a n t e d  h e r e i n  w i l l  p r o v i d e  a ra te  

of r e t u r n  on t h e  n e t  o r i g i n a l  cost ra te  base of 10.66 percent and 

a n  o v e r a l l  r e t u r n  o n  t o t a l  c a p i t a l i z a t i o n  of 10.98  p e r c e n t .  

The rates and c h a r g e s  i n  Appendix A are d e s i g n e d  t o  produce  

gross o p e r a t i n g  r e v e n u e s ,  based  o n  t h e  a d j u s t e d  tes t  y e a r ,  of 

$669,958,991.  These  o p e r a t i n g  r e v e n u e s  i n c l u d e  $4338202,531 i n  

e lectr ic  r e v e n u e s  and $236,756,460 i n  g a s  r e v e n u e s .  The gas  

r e v e n u e s  r e f l e c t  a r e d u c t i o n  of $9 ,018 ,695 d u e  to t h e  PGAs 

approved  s i n c e  LG&E's l a s t  g e n e r a l  rate case. 

OTHER ISSUES 

T r i m b l e  County  CWIP 

The m o s t  d i f f i c u l t  I s s u e  l n  t h i s  c a s e  1s t h e  t r e a t m e n t  of 

CWIP and whe the r  or n o t  r a t e p a y e r s  s h o u l d  be r e q u i r e d  to pay a 

r e t u r n  now on p l a n t  t h a t  is b e i n g  b u i l t ,  b u t  is not y e t  in 

s e r v i c e .  The a l t e r n a t i v e s  are to pay it now, or t o  have  LG&E 

accrue t h e  f i n a n c i n g  costs and i n c l u d e  t h e  a c c r u e d  f i n a n c i n g  cost 
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i n  t h e  i n v e s t m e n t  i n  t h e  p l an t .  The second a l t e r n a t i v e  means t h a t  

t h e r e  w i l l  be a larger i n v e s t m e n t  on  w h i c h  a r e t u r n  w i l l  be 

r e q u i r e d  when t h e  p l a n t  is f i n i s h e d .  I n  a d d i t i o n ,  t h e r e  w i l l  be 

d e p r e c i a t i o n  and  p r o p e r t y  t a x e s  o n  t h e  l a r g e r  amount. 

T h e r e  are v a r i o u s  a r g u m e n t s  pro and  con on this issue. I n  

s u p p o r t  o f  d i s a l l o w i n g  a c u r r e n t  r e t u r n  by a c c r u i n g  a n  Allowance 

for Funds Used Dur ing  C o n s t r u c t i o n  ('AFUDC") is t h e  a rgument  t h a t  

those who a c t u a l l y  receive power from the p l a n t  s h o u l d  pay a l l  of 

t h e  costs of c o n s t r u c t i n g  t h e  p l a n t ,  i n c l u d i n g  t h e  f i n a n c i n g  cost. 

T h i s  made very good s e n s e  i n  t h e  pas t  when t h e  cost  of power from 

new p lan t s  was no  l a r g e r  t h a n ,  or even lower t h a n ,  t h e  costs from 

p r e s e n t  p l a n t s ,  as more e f f i c i e n t  p l a n t s  w e r e  b u i l t  a t  a t i m e  of 

very low i n f l a t i o n .  The r e a l i t y  now is t h a t  power from any new 

p l a n t  is g o i n g  to  be a g r e a t  deal  more e x p e n s i v e  t h a n  p o w e r  from 

any e x i s t i n g  p l a n t .  T h e r e f o r e ,  accruing AFUDC leads t o  very 

abrupt increases i n  rates a t  t h e  t i m e  when a p l a n t  goes i n t o  ser- 

v i c e .  We are  s e e i n g  t h i s  in t w o  cases pend ing  b e f o r e  t h e  Corninis- 

sion, in w h i c h  t h i s  a c c o u n t i n g  treatment was the basis for a n t i c f -  

pated i n c r e a s e s  of n e a r l y  4 0  p e r c e n t .  I t  a lso is very d i f f i c u l t  

to s o r t  o u t  p r e s e n t  c u s t o m e r s  from f u t u r e  customers. I t  is prima- 

rily the  u s e  of e l e c t r i c i t y  by p r e s e n t  c u s t o m e r s  t h a t  is t h e  

j u s t i f i c a t i o n  for b u i l d i n g  new plants. I t  is n o t  as i f  a g r o u p  of 

c u s t o m e r s  s u d d e n l y  arrived in the area and  r e q u i r e d  e lectr ic  

power. I n  t h a t  case, a c c r u i n g  AFUDC w o u l d  make v e r y  good aenee. 

L G s E  has n e v e r  accrued APUDC. T h i a  means t h a t  t h e  p r e s e n t  

ratepayers a t e  paying l e s e  becauee of f inancing cost6 paid  by 

-28- 



prior Katep%yers. I t  has also been c o n t e n d e d  t h a t  LG&E's cost of 

money has been  lower because of t h i s  t r e a t m e n t .  The a rgumen t  here 

is t h a t  s t o c k h o l d e r s  would ra ther  have a c u r r e n t  c a s h  return than 

a possible f u t u r e  cash return--would r a t h e r  have cash e a r n i n g s  

t h a n  t h e  bookkeeping  e a r n i n g s  represented by AFUDC. I n  t h e  p a s t ,  

these have been  referred to  as " funny  money." For some u t i l i t i e s ,  

w i t h  massive c o n s t r u c t i o n  programs, t h e  AFUDC paper e a r n i n g s  have 

amounted t o  5 0 ,  6 0 ,  and e v e n  90 p e r c e n t  of t h e i r  reported e a r n -  

ings.  For compan ies  who do n o t  accrue AFUDC, t h e  reported e a r n -  

i n g s  r e p r e s e n t  cash e a r n i n g s .  =&E, i n  some respects, has  tried 

to  have it b o t h  ways o n  t h i s  issue, a r g u i n g  t h a t  it s h o u l d  be 

allowed a p r e s e n t  r e t u r n  on CWIP, b u t  a t  t h e  same time a r g u i n g  

t h a t  i t  does n o t  r e d l y  a f f e c t  i t s  cost  of money. 

I n  t h i s  i n s t a n c e ,  t h e  ratepayers today c o u l d  be b e n e f i t e d  

i f  the Commission were t o  decide t h a t  b e g i n n i n g  w i t h  t h i s  O r d e r ,  

no c u r r e n t  r e t u r n  would be allowed on CWIP. They would t h e n  n o t  

be paying t h e  f i n a n c i n g  costs of e x i s t i n g  p l a n t s  p r e s e n t l y  

g e n e r a t i n g  power, because i t  was paid by t h e  r a t e p a y e r s  when t h o s e  

p l a n t s  were b u i l t ,  and  would n o t  be p a y i n g  t h e  f i n a n c i n g  cost o n  

the plant being b u i l t  t o d a y ,  because it w o u l d  be pushed  to the 

f u t u r e .  However, t h e  r a t e p a y e r s  w o u l d  e x p e r i e n c e  an i n c r e a a e  of a 

s u b s t a n t i a l  magn i tude  when t h e  p l a n t  was f i n i s h e d .  I t  would,  f n  

effect ,  be a one- t ime  b e n e f i t ,  w i t h  costs to be borne la ter .  

There are a l so  a r g u m e n t s  t h a t  s u c h  a s h i f t  would be bene- 

ficial to LG&E. One of LG&E's a rgumen t s  was t h a t  u n d e r  the Com- 

mission's presen t  t r e a t m e n t ,  w h e r e  rate base, i n c l u d i n g  CWIP, is 

based o n  8 his tor ica l  test y e a r r  B U b 8 t 8 n t i t ~ l  p o r t i o n s  of t h e  
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f i n a n c i n g  costs of new p l a n t s  are never  recovered. T h i s  h a s  

u n d o u b t e d l y  c o n t r i b u t e d  t o  L 4 X E ' s  f a i l u r e  to e a r n  its a u t h o r i z e d  

ra te  of r e t u r n  i n  recent y e a r s ,  because  the r a t e  base has acceler- 

ated r ap id ly  d u r i n g  the period from t h e  end  of t h e  tes t  year to 

the date of t h e  O r d e r ,  and  t h e n  has c o n t i n u e d  to accelerate. I n  

fact, a s u b s t a n t i a l  p o r t i o n  of t h i s  a p p l i c a t i o n  is d u e  t o  t h i s  

very factor. W i t h  AFUDC a c c r u a l ,  LG&E would a u t o m a t i c a l l y  have 

a c c o u n t i n g  e a r n i n g s  t o  report t o  correspond t o  whatever b a l a n c e  

w a s  i n  t h e  CWIP p l a n t  a c c o u n t s ,  and would be allowed to recover 

t h i s  over t h e  l i f e  of t h e  p l a n t  as d e p r e c i a t i o n .  LG&E would f u r -  

t h e r  e a r n  a r e t u r n  o n  t h e  u n d e p r e c i a t e d  p o r t i o n  o n c e  t h e  p l a n t  was 

i n  service. Mr. Jay Price, LGcE's r ebu t t a l  w i t n e s s ,  was not sure 

why LGbE h a s  i n s i s t e d  o n  a c a s h  r e t u r n  o n  CWIP r a t h e r  t h a n  
45/ AFUDC.- 

I n  t h i s  case the AG, L o u i s v i l l e  and A i m 0  e a c h  p r e s e n t e d  

w i t n e s s e s  w i t h  proposals to r e q u i r e  LGbE to  a c c r u e  AFUDC o n  a por- 

t i o n ,  b u t  n o t  a l l ,  of its i n v e s t m e n t  i n  t h e  T r i m b l e  County  Gener- 

a t i n g  U n i t  No. 1 ("Tr imble  County") .  The AG, t h r o u g h  Dr. Weaver, 

recommended a n  approach t h a t  would r e q u i r e  a c c r u i n g  AFUDC o n  t h e  

e q u i t y  component of t h e  year-end Trimble C o u n t y  CWIP of $ 2 6 7  m i l -  

l i o n .  T h i s  approach would resul t  i n  a r e d u c t i o n  of a p p r o x i m a t e l y  

$20 Million in LGSE's r e v e n u e  requi rements . -  46/ muisvi l le ,  

t h r o u g h  its witness, Mr. Thomas J. F l s h e r t y  of Touche Ross and 

Company, recommended a l l o w i n g  a cash r e t u r n  o n  t h a t  p o r t i o n  of t h e  

year-end CWIP b a l a n c e  c o n s i d e r e d  n e c e s s a r y  to  m a i n t a i n  L G h E ' s  

f i n a n c i a l  integrity. I a u i s v f l l e  made n o  recommendatLon a s  to a 

specific l e v e l  of CWIP which  s h o u l d  e a r n  a cash r e t u r n  s i n c e  t h e  
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amount would be d e t e r m i n e d  by t h e  a l l o w e d  ra te  of return, 
a c c o r d i n g  t o  M r .  F1aherty.- 47’ A i r c o ,  t h r o u g h  i t s  w i t n e s s ,  M r .  

R a n d a l l  J. F a l k e n b e r g ,  of Kennedy and Associates, recommended t h a t  

LGCE accrue AFUDC o n  t h e  excess of t h e  T r i m b l e  County i n v e s t m e n t  

over t h e  $190 m i l l i o n  cost for a s imi l a r  amount o f  c o m b u s t i o n  

t u r b i n e  capaci ty .  Mr. F a l k e n b e r g  c a l c u l a t e d  a r e v e n u e  r e q u i r e m e n t  
r e d u c t i o n  o f  a p p r o x i m a t e l y  $16 m i l l i o n  u s i n g  t h i s  approach.- 48/ 

Pir. F l a h e r t y  t e s t i f i e d  t h a t  h i s  recommendation was n o t  de- 

p e n d e n t  upon T r i m b l e  C o u n t y ’ s  construction s c h e d u l e  b u t  was, i n  

h i s  o p i n i o n ,  t h e  way t o  best  s e r v e  t h e  i n t e r e s t  o f  b o t h  t h e  rate- 

payer and t h e  u t i l i t y  by s h a r i n g  t h e  r i s k s  a s s o c i a t e d  w i t h  t h e  

c o n s t r u c t i o n  project.- 49’ Both  Dr. Weaver and Mr. F a l k e n b e r g  prem- 

i s e d  t h e i r  recommendat ions o n  u n c e r t a i n t i e s  a b o u t  t h e  c o n s t r u c t i o n  

s c h e d u l e  and  e v e n t u a l  c o m p l e t i o n  of T r i m b l e  County. T h e r e  are 

either practical  or t h e o r e t i c a l  problems w i t h  each of t h e i r  

approaches. 

The u n c e r t a i n t y  a b o u t  t h e  f u t u r e  of t h e  T r i m b l e  County 

p l a n t  a d d s  to  t h e  c o n f u s i o n  s u r r o u n d i n g  t h i s  i s s u e .  I f  t h e  p l a n t  

is d e l a y e d  for several  y e a r s ,  t h e n  accruing AFUDC would make t h e  

f i n a l  cost of t h e  p l a n t  e v e n  h ighe r .  I f ,  o n  t h e  o ther  hand ,  t h e  

p l a n t  is f i n a l l y  c a n c e l l e d ,  t h e  t o t a l  i n v e s t m e n t ,  i n c l u d i n g  t h e  

a c c r u e d  AFUDC w i l l  h a v e  t o  be d e a l t  w i t h .  The Commission does n o t  

have t h a t  i s s u e  before it  a t  t h i s  t i m e ,  b u t  does n o t e  t h a t  i n  

s e v e r a l  other j u r i s d i c t i o n s  where p l a n t s  have  been  c a n c e l l e d ,  t h e  

consumers  have  ended  u p  b e a r i n g  a t  l e a s t  t h e  i n v e s t m e n t  u n d e r  var- 

i o u s  a m o r t i z a t i o n  schemes.=/ I f  t h e  p l a n t  were to be c a n c e l l e d ,  
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t h e  amount  o n  which a m o r t i z a t i o n  would h a v e  to be c o n s i d e r e d  would 

be e v e n  l a r g e r .  

A t  l e a s t  o n e  w i t n e s s  h a s  argued t h a t  p a y i n g  a c u r r e n t  re- 

t u r n  e n c o u r a g e s  t h e  company to  n o t  make a d e c i s i o n .  On t h e  o t h e r  

hand ,  i t  c o u l d  be a r g u e d  t h a t  a c c r u i n g  AFUDC would postpone the 

d a y  of r e c k o n i n g ,  because the  company w o u l d  b e g i n  to accrue 

a c c o u n t i n g  e a r n i n g s  on a l l  i n v e s t m e n t  to  da te ,  n o t  j u s t  t h e  amount 

as of t h e  end of t h e  test  year. Under t h a t  treatment, LGcE would 

n o t  have  t o  f i l e  ra te  cases to  r e c o v e r  a r e t u r n  o n  t h e  a d d i t i o n a l  

i n v e s t m e n t ,  and  therefore c o u l d  b a s i c a l l y  keep t h e  matter o u t  of 

t h e  r e g u l a t o r y  forum. I t  is c e r t a i n l y  t r u e  t h a t  t h e  p r e s e n t  

t r e a t m e n t  has b r o u g h t  t h e  T r i m b l e  County p l a n t  before t h e  C o r n i s -  

s i o n  o n  a r e g u l a r  basis as rate cases have been f i l e d  t o  o b t a i n  a 

c u r r e n t  r e t u r n  o n  t h e  c o n s t r u c t i o n  work comple t ed  s i n c e  t h e  tes t  

year i n  the last rate case. Consequently, t h e  Commission ie of 

t h e  opinion t h a t  a t  this time it  is i n  t h e  b e s t  interests o f  b o t h  

LGhE and i ts  r a t e p a y e r s  t o  c o n t i n u e  t h e  present  regulatory treat- 

ment of a l l o w i n g  a cash r e t u r n  on T r i m b l e  County CWIP. 

More f u n d a m e n t a l  t h a n  t h e  issue of a l lowing  CWIP or accru- 

ing AFUDC is w h e t h e r  T r i m b l e  County s h o u l d  be b u i l t  a t  a l l .  If 

t h e  Commission were to c o n t i n u e  to a l low LG&E t o  i n d e f i n i t e l y  

recefve a cash r e t u r n  on CWIP for T r i m b l e  County, t h e n  the Commis- 

s i o n  would be g u i l t y  of *a foo l i sh  c o n s i s t e n c y , "  a s i n  t h a t  LG&E 

admonishos a g s i n n t  i n  its b r i e f  .=/ Thc Commisaion believes t h a t  

t h e  management of LG&E is r e s p o n s i b l e  for  d e c i d i n g  t h e  f a t e  of 

T r i m b l e  County and t h e  record i n  t h i s  case c l e a r l y  r e f l e c t s  t h a t  

LGLE would p r e f e r  t o  perform a d d i t i o n a l  s t u d i e s  before d e c i d i n g  
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the proper c o u r s e  t o  follow.- ’*’ The Cornmission is e x t r e m e l y  

i n t e r e s t e d  i n  r e v i e w i n g  t h e s e  s t u d i e s  so as t o  d e t e r m i n e  w h e t h e r  

t h e  bes t  o p t i o n  is b e i n g  pu r sued .  

The Commission i n t e n d s  t o  move fo rward  w i t h  C a s e  No. 8 6 6 6 ,  

Statewide P l a n n i n g  for t h e  E f f i c i e n t  P r o v i s i o n s  of Electric Gener- 

a t i o n  and T r a n s m i s s i o n  Fac i l i t i e s ,  to r e v i e w  n o t  o n l y  t h e  need  for 

T r i m b l e  County, b u t  a lso t h e  f u t u r e  g e n e r a t i o n  n e e d s  and  c o n s t r u c -  

t i o n  p l a n s  of o t h e r  e lectr ic  u t i l i t i e s  r e g u l a t e d  by this Commis-  

sion. Case No. 8666 will provide the o p p o r t u n i t y  for LGcE and 

o t h e r  i n t e r e s t e d  p a r t i e s  t o  p r e s e n t  e v i d e n c e  of t h e  n e e d ,  o r  l a c k  

thereof, €or T r i m b l e  County.  The o p t i o n s  t o  be c o n s i d e r e d  w i l l  

i n c l u d e ,  b u t  n o t  n e c e s s a r i l y  b e  l i m i t e d  to,  f u r t h e r  d e f e r r a l s  of 

T r i m b l e  County ,  c a n c e l l a t i o n  of Tr imble  County,  t h e  i n s t a l l a t i o n  

of a l t e r n a t i v e  t y p e s  of g e n e r a t i n g  units, p u r c h a s i n g  capacity, 

r e f u r b i s h i n g  o l d e r  g e n e r a t i n g  u n i t s ,  j o i n t  o w n e r s h i p  of g e n e r a t i o n  

c a p a c i t y ,  power p o o l i n g ,  and  o t h e r  o p t i o n s .  The Commission w i l l  

c o n s i d e r  these same o p t i o n s  when r e v i e w i n g  t h e  g e n e r a t i o n  require- 

men t s  and c o n s t r u c t i o n  p l a n s  o f  a l l  e lectr ic  u t i l i t i e s .  

The Commission is aware t h a t  t h e s e  o p t i o n s  are n o t  

b u s i n e s s - a s - u s u a l  c o n s i d e r a t i o n s .  However, r e s e a r c h  reports  

r e c e n t l y  f i l e d  i n  C a s e  No. 8666 i n d i c a t e  t h a t  t h e  p o t e n t i a l  s av -  

i n g s  to  be d e r i v e d  from p u r s u i n g  some of these o p t i o n s  o n  a state- 

wide b a s i s  c a n  r a n g e  i n t o  t h e  h u n d r e d s  of m i l l i o n s  o f  dollars.  

The Commiss ion  n o t e s  t h a t  u t i l i t i e s  i n  o t h e r  j u r i s d i c t i o n s  

actively pursue these typee of options. LGbE is a t  a cruc ia l  

j u n c t u r e  i n  i t s  p l a n n i n g  process. Now is t h e  t i m e  to consider 

whether a n y  l o w e r  cos t  a l t e r n a t i v e s  a re  a v a i l a b l e .  The Commlesion 
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mus t  assure i t s e l f  a n d  t h e  r a t e p a y e r s  of t h i s  s t a t e  t h a t  these 

o p t i o n s  a re  b e i n g  a c t i v e l y  considered and ,  where  a p p r o p r i a t e ,  

a g g r e s s i v e l y  pursued. 

F o r e c a s t i n g  and  P l a n n i n g  

As i n  t h e  l a s t  ra te  case, a c o n s i d e r a b l e  amoun t  of t i m e  i n  

t h i s  p r o c e e d i n g  was d e v o t e d  t o  LGsE's load f o r e c a s t i n g  t e c h n i q u e s .  

A f t e r  t h e  f i l i n g  of i ts  case, but prior t o  t h e  h e a r i n g ,  LGhE 

r e v i s e d  i t s  peak  demand forecasts. Accord ing  t o  M r .  F red  W r i g h t ,  

V i c e  P r e s i d e n t  of P l a n n i n g  and  Market  S e r v i c e s  for LGGE, t h e  

"revised peak demand f o r e c a s t  p r o v i d e s  f o r  an e q u i v a l e n t  compound 

growth  rate w e t  t h e  n e x t  decade o f  1 .6  p e r c e n t  i n  t h e  h i g h  case 

and 0.7  p e r c e n t  i n  t h e  l o w  These  f i g u r e s  compare t o  2.1 

p e r c e n t  and 1 . 2  p e r c e n t ,  r e s p e c t i v e l y ,  i n  t h e  p r e v i o u s  forecast .  

Mr. Wrigh t  expressed h i s  opinion t h a t  t h e  f o r e c a s t s  were "as good 

as any  t h a t  cou ld  have  b e e n  made, based upon t h e  da t a  t h a t  w a s  

a v a i l a b l e . a x /  Mr. Wrigh t  d i d  i n d i c a t e  t h a t  o n e  of t h e  new t o o l s  

that LG&E is c o n s i d e r i n g  i n  t h e  f u t u r e  is t h e  deve lopmen t  of a 
d a t a  base to  s u p p o r t  a n  end-use forecasting methodology.- 5 5 /  

However, h e  c a u t i o n e d  t h a t  t h e  end-use  models c a n  lead to  a 

"fool's p a r a d i s e ,  i f  you r e l y  e n t i r e l y  upon t h e  a n a l y t i c s  t h a t  

come o u t  of t h e s e  th ings ." -  56/  

The C o m m i s s i o n  supports t h e  move toward end-use  m o d e l l i n g  

b y  LG&E and would l i k e  LG&E t o  r e p o r t  i n  i t s  n e x t  rate case o n  i ts  

e f fo r t s  to implement  t h e a e  models  and  to d e v e l o p  t h e  huge  d a t a  

bases r e q u i r e d  t o  r u n  t h e  models. However, t h e  Commission does 

n o t  a g r e e  t h a t  a fool's p a r a d i s e  a w a i t s  t h o s e  who t r u s t  in end-use 
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f o r e c a s t i n g .  Clearly t h e  end-use  f o r e c a s t  would be a u s e f u l  

weapon i n  t h e  p l a n n e r ' s  a r s e n a l  t o  bet ter  u n d e r s t a n d  t h e  uncer- 

t a i n t y  i n v o l v e d  i n  p r o j e c t i n g  t h e  f u t u r e  demands of LGcE's cus-  

tomers. 

As d i s c u s s e d  i n  t h e  p r e c e d i n g  s e c t i o n  of t h e  Order ,  several 

i n t e r v e n o r s '  w i t n e s s e s  provided t e s t i m o n y  w i t h  r e g a r d  t o  t h e  con- 

t i n u a t i o n  of t h e  Commission 's  t r e a t m e n t  of CWIP. Some of t h e  

w i t n e s s e s  r e l a t e d  t h e i r  recommendat ions  to  LG6E's p l a n n i n g  ef- 

forts. AS a result, LG&E1s p l a n n i n g  was d i s c u s s e d  at great  l e n g t h  

i n  t h i s  p r o c e e d i n g .  As stated above ,  t h e  Commission 's  d e c i s i o n  to 

c o n t i n u e  a l l o w i n g  a r e t u r n  on  CWIP i n  the rate base was premised 

on  t h e  need  to  resolve s o m e  of t h e  u n c e r t a i n t y  s u r r o u n d i n g  the 

c o m p l e t i o n  of T r i m b l e  County.  T h i s  u n c e r t a i n t y  is h i g h l i g h t e d  by 

the d i f f e r e n c e s  be tween LG&E's position in this c a s e - - t h a t  T r h b l e  

C o u n t y  will be needed in 1987--and Mr. Falkenberg's p o s i t i o n  t h a t  

T r i m b l e  County '"would not b e g i n  to b e n e f i t  c u s t o m e r s  u n t i l  20 

years a f t e r  i t s  i n - s e r v i c e  date."-- S T /  Given t h i s  d i v e r g e n c e  i n  

p o s i t i o n s ,  it is clear t h a t  t h e  C o m m i s s i o n  is faced w i t h  a 

d i f f i c u l t  d e c i s i o n  w i t h  regard t o  t h e  c o n t i n u a t i o n  of CWIP. 

However, as n o t e d  i n  t h e  f o r e g o i n g  s e c t i o n ,  t h e  record is  

replete w i t h  s t a t e m e n t s  by LG&E's management t h a t  a d d i t i o n a l  study 

is required before d e c i d i n g  how to  proceed w i t h  T r i m b l e  County.  

Clearly a d e c i l r i o n  is needed .  Even i n  i ts  minimum c o n s t r u c t i o n  

mode a s  descr ibed by M r .  Royer,- 58' LG&E s p e n t  a p p r o x i m a t e l y  $50 

m i l l i o n  on Trimble County  in 1983. F u r t h e r ,  Mr. W r f g h t  has 
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i n d i c a t e d  t h a t  t h e  minimum l e v e l .  of c o n s t r u c t i o n  a c t i v i t y  c a n n o t  

be c o n t i n u e d  much l o n g e r  if LGLE it3 t o  meet t h e  c u r r e n t  i n - s e r v i c e  

da te  of mid-1987.- 59/ 

The i n t e r v e n o r  w i t n e s s e s  a r g u e d  s t r o n g l y  that t h e  Com- 

m i s s i o n  s h o u l d  change  its CWIP t r e a t m e n t  and p rod  LGbrE'e manage- 

ment t o  make its decision. However, t h e  Commission is p a i n f u l l y  

aware t h a t  a s w i t c h  t o  t h e  a c c r u a l  of AFUDC c o u l d  lead to  g r a v e  

d i f f i c u l t i e s  la ter .  The Commission h a s  decided t h a t ,  f o r  t h i e  

case, its h i s to r i ca l  t r e a t m e n t  of CWIP s h a l l  c o n t i n u e .  However, 

t h e  Commission h a s t e n s  to p o i n t  o u t  t h a t  i ts  d e c i s i o n  i n  t h i s  case 

s h o u l d  n o t  be t a k e n  as a n  i n d i c a t i o n  t h a t  t h i s  t r e a t m e n t  w i l l  

c o n t i n u e  i n d e f i n i t e l y  i n  f u t u r e  cases. I n  f a c t ,  t h e  Commission is 

v e r y  much c o n c e r n e d  t h a t  i t s  d e c i s i o n  to  c o n t i n u e  a l l o w i n g  CWIP i n  

rate base may c o n t r i b u t e  to t h e  i n e r t i a  s u r r o u n d i n g  LG&E's appar- 

e n t  i n d e c i s i o n .  A c c o r d i n g l y ,  t h e  Commission w a n t s  to e a t a b l i s h  

some procedures t o  p r e v e n t  t h i s  i n e r t i a .  Beg inn ing  June 1, 1984,. 

the Commission w i l l  require LG&E to  f i l e  mon th ly  reports conce rn -  

i n g  t h e  a c t i v i t i e s  a t  the T r i m b l e  County c o n s t r u c t i o n  site. The 

repor t s  s h a l l  c o n t a i n  d e t a i l e d  l i s t i n g s  of e x p e n d i t u r e s  t o  d a t e  

and for t h e  month,  a g e n e r a l  d e s c r i p t i o n  of the l e v e l  and type of 

a c t i v i t y ,  t h e  p e r c e n t a g e  c o m p l e t i o n  of t h e  p l a n t ,  and  t h e  l a t e s t  

cost estimates to  complete t h e  p l a n t .  The Commission w i l l  care- 

f u l l y  s c r u t i n i z e  these reports each month t o  keep i t s e l f  apprised 

of t h n  canstroction activity and to amaure i t s e l f  t h a t  LG&E in 

p u r s u i n g  t h e  c o u r s e  of a c t i o n  d e t e r m i n e d  to be appropriate. 
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Cost of Service 

LG&E filed an embedded time-differential cost of service 

study that used a based-intermedlate-peak method to allocate 

production and t r a n s m i s s i o n  demand-related capacity costs to cost- 

ing periods and then to customer classes. The methodology was 

generally the same as that which was presented in the l a s t  ca8e 

except that some of the joint distribution costs were classified 

as e i ther  demand or customer related based on a zero-intercept 

analysis. I n  previous studies LGhE used a minimum distribution 

grid analysis for the classification of distribution costs. Mr. 

James W. Kasey, Coordinator of Rates Research for LGQE, sponsored 

the embedded cost of service study. Mr. Kasey testified that the 

zero-intercept method was used because it resulted i n  o n l y  a small 

s h i f t  from demand to customer costs, and it removed the "judgment 

factor" required in t h e  minimum distribution methad.- G O /  

The primary challenge to the LGhE cost of service study 

came from Mr. Nicholas Phillips, Jr., witness for KIUC. The main 

contention i n  M r .  Phillip's testimony is that "LG&E's cost of 

service methodology is inconsistent in t h e  allocation of produc- 

tion plant in that it 'double-counts' the allocation of nontime- 
6 1/ differential costs and the allocation of peak-related costs.-- 

However, to properly adjust LG6E's demand allocation factors for 

t h o  double-counting the mlnimum demands for each ClSSS of Custom- 

ers ace needed. When these minimum demands were n o t  available, 

Mr. Phillips assumed that since LG6E's minimum demand is 55 

percent of its average demand, the same relationship held for each 
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cus tomer  class. Re t h a n  c a l c u l a t e d  t h e  minimum demand for each 

class and d e d u c t e d  it from t h e  peak-pe r iod  demand a l l o c a t i o n  

f a c t o r a .  

A l though  M r .  P h i l l i p s '  adjustment t o  t h e  demand a l l o c a t o r a  

h a s  a theoretical  appeal, t h e  Commission is c o n c e r n e d  about t h e  

v a l i d i t y  of his a s s u m p t i o n .  The Commission b e l i e v e s  t h a t  LG&E 

s h o u l d  s p e c i f i c a l l y  address t h e  c o n c e r n s  raised by Mr. P h i l l i p s  i n  

t h e  cast of s e r v i c e  s t u d y  i t  f i l e s  in i t s  n e x t  rate case. 

F u r t h e r ,  t h e  Commission n o t e s  t h a t  t h e  c l a s s  rates of r e t u r n  

deve loped  by Mr. Kasey and Mr. P h i l l i p s  d o  n o t  d i f f e r  to  a l a r g e  

e x t e n t . -  62/  T h e r e f o r e ,  t h e  Commission f i n d s  t h a t  t h e  cost  of 

s e r v i c e  s t u d y  f i l e d  by LG&E s h o u l d  be u s e d  as t h e  b a s i s  for t h e  

a l l o c a t i o n  of revenues to the customer classes. 

Revenue A l l o c a t i o n  

Mr. Hart  was r e s p o n s i b l e  for s p r e a d i n g  t h e  proposed 

increase in electr ic  r e v e n u e s  among t h e  customer classes. LGsE'8 

o b j e c t i v e  in d e v e l o p i n g  t h e  p r o p o s e d  i n c r e a s e  t o  e a c h  c l a s a  was t o  

move a l l  t h e  class rates of r e t u r n  t o  t h e  o v e r a l l  rate o f  r e t u r n .  

Thus,  t h e  r e s u l t s  from t h e  c lass  cost of s e r v i c e  e t u d y  were ana-  

l y z e d  i n  d e t e r m i n i n g  t h e  i n c r e a s e  to e a c h  class.  I n  order to 

m a i n t a i n  a g r a d u a l  movement of t h e  class r a t e s  of r e t u r n  t o  the 

overal l  r e t u r n ,  Mr. Bart p r o p o s e d  t o  spread t h e  i n c r e a s e  i n  reve- 

n u e s  i n  s u c h  a manner t h a t  n o  ra te  class is g i v e n  more t h a n  120 

percent nor less t h a n  8 0  p e r c e n t  of t h e  o v e r a l l  a v e r a g e  p e r c e n t a g e  

increase -63' A c c o r d i n g l y ,  t h e  maximum increase was set  a t  13 . 32 
p e r c e n t  and  t h e  minimum a t  8.88 p e r c e n t .  The e x c e p t l o n a  to  t h i s  
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allocation w e r e  S t r e e t  L i g h t i n g  ( 'SLE" 1 and Traf f ic  L i g h t i n g  

( n T L E g )  rates. S i n c e  t h e  rates o f  r e t u r n  from t h e s e  t w o  classes 

were above LG&E1s overal l  ra te  of r e t u r n ,  no  rate increases were 

a s s i g n e d  t o  t h e s e  two rate s c h e d u l e s .  

M r .  P h i l l i p s  proposed an a l t e r n a t i v e  a l l o c a t i o n  of r e v e n u e .  

I n  order to  r e d u c e  t h e  e x i s t i n g  i n t e r c l a s s  s u b s i d i e s ,  Mr. P h i l l i p s  

proposed that t h e  revenue  increase be al located so t h a t  no  c l a s s  

r e c e i v e d  an i n c r e a s e  .of m o r e  t h a n  1.5 times t h e  overal l  average 

i n c r e a s e  ..I-- 64 /  A5  a r e s u l t ,  t h e  i n c r e a s e s  r anged  from 5.48  p e r c e n t  

for Airco to 16.43  p e r c e n t  f o r  F o r t  Knox. Similar  to LG&Ees 

proposal, SLE and TLE rates were n o t  a s s i g n e d  a n y  i n c r e a s e s  in 

rates .  

As noted previously i n  t h i s  O r d e r ,  t h e  Commission f i n d s  

t h a t  t h e  cost of s e r v i c e  s t u d y  f i l e d  by LGbE s h o u l d  be t h e  bas i s  

for r evenue  a l l o c a t i o n .  F u r t h e r ,  t h e  Commission is m i n d f u l  that 

g e n e r a l l y  t h e  c lass  rates of r e t u r n  in t h i s  case are closer t o  t h e  

o v e r a l l  rate of r e t u r n  i n  t h i s  case t h a n  t h e y  were i n  LG&Ees l a s t  

case,=/ LG&E appears t o  be m e e t i n g  i t s  o b j e c t i v e  of moving class 

rates of r e t u r n  closer i n  a gradual  manner.  Al though LG&E*s 

approach may be too g r a d u a l  for M r .  P h i l l i p s ,  t h e  Comission f i n d s  

it r e a s o n a b l e .  T h e r e f o r e  8 the increased r e v e n u e s  s h o u l d  be allo- 

cated i n  similar p r o p o r t i o n s  t o  t h o s e  proposed by =&E. 

R a t e  Des iqn  

LGQE d e s i g n e d  e lectr ic  rates baaed on the cr i ter ia  of mafn- 

t s i n i n g  a p p r o x i m a t e l y  the p r e s e n t  d i f f e r e n t i a l  be tween summer and 

w i n t e r  rates,  i n c r e a s i n g  t h e  customer c h a r g e  component by approxi- 

m a t e l y  t h e  8ame p e r c e n t a g e  as t h e  i n c r e a s e  i n  r e v e n u e s  assigned to 
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t h a t  rate class and a s s i g n i n g  a larger p e r c e n t a g e  i n c r e a s e  t o  t h e  

demand c h a r g e  component t h a n  to  t h e  e n e r g y  c h a r g e  for thO8e rate 

s c h e d u l e s  w i t h  both demand and  energy.- 66' The l a s t  c r i t e r i o n  w a s  

based on LGeE's embedded cost of s e r v i c e  study.-  67' When q u e s -  

t i o n e d  c o n c e r n i n g  t h e  me thodo logy  u t i l i z e d  i n  d e t e r m i n i n g  t h e  

p e r c e n t a g e  i n c r e a s e  t o  a s s i g n  to  t h e  demand component and  t h e  

e n e r g y  companent  for each class,  M r .  H a r t  s ta ted  t h a t  h e  based h i s  

methodology on personal judgment  of what  would be r easonab le . -  68/ 

Mr. K i n l o c h  p roposed  t h a t  t h e  R e e i d e n t i a l  and Water H e a t i n g  

rates of t h e  e lectr ic  d i v i s i o n  be c o n s o l i d a t e d  to  a u n i f o r m  resi- 

d e n t i a l  rate. Mr. K i n l o c h  a l s o  p roposed  a f l a t  e n e r g y  ra te  of 6 

c e n t s  per KWR w i t h  a n  i n c l i n i n g  b l o c k  i n  t h e  s u m m e r  o f  8 c e n t s  per 

KWH for electr ic  usage  above 600  KWH. The a r g u m e n t s  g i v e n  for 
t h i s  p r o p o s a l  were t h a t  t h e  electric u s e r s  of 5 0 0  KWH per month 

were p r e s e n t l y  s u b s i d i z i n g  e l ec t r i c  h e a t  and a i r  c o n d i t i o n e r  CUI- 

tomers and t h a t  LGcE' s p r e s e n t  rate s t r u c t u r e  e n c o u r a g e s  waste. 

C a l c u l a t i o n s  were g i v e n  t o  s u b s t a n t i a t e  Mr. K i n l o c h ' s  p s i t i o n . -  69/ 

D u e  t o  t h e  l a c k  of ra te  r e s e a r c h  e v i d e n c e d  i n  t h e s e  c a l c u l a t i o n s  

t h e  C o r r m i s s i o n  w a s  n o t  c o n v i n c e d  to  accept M r .  K i n l o c h ' s  

p r o p o s a l s .  Therefore, t h e  Commission is of t h e  o p i n i o n  t h a t  t h e  

rate d e s i g n  p roposed  by LG&E for  t h e  e lectr ic  d i v i s i o n  ehou ld  be 

a c c e p t e d  . 
LGhE showed t h a t  i t s  SLE and TLE rates were e a r n i n g  ra tes  

of return conriderably above  t h e  overall r e t u r n  Bnd t h a r e f o r a  

proposed n o  i n c r e a s e  i n  r e v e n u e  for t h e s e  two rate schedules .= /  

L o u i s v i l l e  proposed t h a t  t h e  rates for t h e s e  t w o  classes be 
reduced t o  b e  more i n  l i n e  w i t h  those of the o t h e r  classes.- 71/ 
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C o n s i d e r i n g  t h e  magn i tude  of t h e  r e v e n u e  i n c r e a s e  t h a t  w i l l  be 

allocated to  t h e  o t h e r  rate classes, t h e  C o m m i s s i o n  is  of t h e  

o p i n i o n  t h a t  it w o u l d  be i n a p p r o p r i a t e  to  decrease t h e  c h a r g e s  for 

X & E ' s  SLE and TLE rates a t  t h i s  t i m e .  

LGcE p r o p o s e d  to  a l loca t e  t h e  r e v e n u e  increase to the gas 

d i v i s i o n  by increasing t h e  r evenues  of t h e  various classes from 

1.68 p e r c e n t  to 2.73 p e r c e n t , -  72' w i t h  t h i s  a l l o c a t i o n  b e i n g  b a s e d  

upon judgment  by Mr. Hart.=/ =&E proposed  t o  Increase t h e  cua-  

t o m e r  c h a r g e  for R a t e  G - 1  to $3 for r e s i d e n t i a l  and $6 for 

n o n - r e s i d e n t i a l  and for R a t e  G-6 and Rate G-8 t o  $10. Under t h e  

Fort  Knox S p e c i a l  C o n t r a c t  there is no customer c h a r g e  b u t  i n s t e a d  

a demand c h a r g e  of $ 1 . 4 5  p e r  Mcf which LG&E proposes to  i n c r e a s e  

to $1.55.  LG&E also proposed t h a t  the u n i t  c h a r g e  per Mcf f o r  a l l  

74/ rate schedu les  be i n c r e a s e d  by 7 . 7 5  c e n t s  p e r  Mcf.- 

M r .  H a r t  proposed a larger percentage increase i n  t h e  

customer c h a r g e  component of t h e  g a s  ra tes  t h a n  i n  t h e  commodity 

c h a r g e  b a s e d  upon t h e  f i l e d  cost of s e r v i c e  a n a l y s i s . -  7 5 /  The 

Commission has accepted X s E ' s  proposed rate  d e s i g n  b u t  h a s  

d e c r e a s e d  t h e  p roposed  i n c r e a s e  i n  t h e s e  rates by t h e  p e r c e n t a g e  

of t h e  r e d u c t i o n  in LG6E's proposed  r e v e n u e  i n c r e a s e .  

LGCE has proposed a d d i t i o n a l  r e v i s i o n s  i n  three ra te  

c l a a u e n .  One  w a s  a n  f n c r e a o e  fn  t h e  demand credit f o r  i n t e r r u p t -  

i b l e  s e r v i c e  i n  i ts  L a r g e  Commercial ( 'LC") and I n d u s t r i a l  Power 

('LP") rates,  a n o t h e r  was a n  i n c r e a s e  i n  the minimum for Supple-  

mental  or S t a n d b y  S e r v i c e  for LC and LP ra tes ,  and the t h i r d  was 

a n  i n c r e a s e  i n  t h e  T r a n s p o r t a t i o n  of Customer-Owned Gas rates. N o  

c u s t o m e r s  were s e r v e d  u n d e r  t h e s e  s c h e d u l e s  d u r i n g  t h e  t e s t  y e a r :  
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however , 
c h a r g e s  

i n  t h e  e v e n t  t h a t  it becomes n e c e s s a r y  t o  implement  t h e s e  

t h e  Commission h a s  accepted LGQE's  p r o p o s a l  b u t  h a s  

decreased the proposed i n c r e a s e  i n  t h e s e  rates by t h e  percentage 

of t h e  decrease i n  L G 6 E ' s  p r o p o s e d  r e v e n u e  i n c r e a s e .  

I n  t h e  e lectr ic  d i v i s i o n ,  LG&E p r o p o s e d  t o  increase t h e  

mon th ly  c h a r g e  for s e t t i n g  a p o l e  from $1.15 t o  $1.40 .  A l s o  a 

prompt  payment p r o v i s i o n  c l a u s e  w a s  p roposed  t o  be added to  t h e  

l a n g u a g e  of Rate G-8 i n  t h e  gas d i v i s i o n .  The Commission h a s  

d e t e r m i n e d  t h a t  t h e s e  proposals a re  r e a s o n a b l e  and  s h o u l d  b e  a p  

proved.  

LGcE proposed  a n  i n c r e a s e  for b o t h  t h e  e lectr ic  and gas 

d i v i s i o n s  i n  t h e  c h a r g e  for d i s c o n n e c t  and r e c o n n e c t  service from 

$10 to  $12. The  a c t u a l  cost for a d u a l  t r i p  to  d i s c o n n e c t  a n d  

reconnect a service is in excess of $ 2 5 . z '  A proposal from the 

R e s i d e n t i a l  I n t e r v e n o r s  w a s  t o  lower or  remove t h e  r e c o n n e c t  

c h a r g e  a f t e r  a n  i n v o l u n t a r y  t e r m i n a t i o n  w h e r e  nonpayment i e  d u e  to  

i n a b i l i t y  to  pay .  u n d e r  t h i s  p r o p o s a l ,  t h e  R e s i d e n t i a l  I n t e r -  

v e n o r s  claimed, t h e  c h a r g e s  for p u r e l y  v o l u n t a r y  t e m p o r a r y  t e r m i -  

n a t i o n  s h o u l d  t h e n  reflect t h e  a c t u a l  costs of t h e s e  s e r v i c e s  for 

everyone.=/ A l t h o u g h  t h i s  idee has  some appeal, t h e  Commission 

is n o t  w i l l i n g  to  make t h e s e  c h a n g e s  a t  t h i s  t i m e .  

EPRI  P a r t i c i p a t i o n  

I n  h i s  p r e p a r e d  t e s t i m o n y ,  H r .  Royer i n d i c a t e d  t h a t  d u r i n g  

t h e  coming y e a r  he would be g i v i n g  ser ious c o n s i d e r a t i o n  t o  t h e  

p o m s i b f l i t y  of LGbE becoming a member of t h e  E lec t r ic  Power Re- 

s e a r c h  I n s t i t u t e  (*EPRI"). H e  f u r t h e r  s t a t e d  t h a t  e h a u l d  t h e  

C o m m i s s i o n  know of o r  a n t i c i p a t e  any  r e a e o n n  why LGCEgi a n n u a l  
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a s s e s s m e n t  f o r  membership in EPRI would n o t  be r e c o g n i z e d  for 

ra te-making purposes i n  t h e  f u t u r e ,  LGbE s h o u l d  be t o l d  of t h o s e  

r e a s o n s  now i n  order to a v o i d  i n c u r r i n g  such a n  e x p e n s e  if there 

would n o t  be r e a s o n a b l e  o p p o r t u n i t y  f o r  i ts recove ry .  

A t  t h i s  time, LG&E h a s  n o t  per formed a d e f i n i t i v e  cost- 
b e n e f i t  a n a l y s i s  regarding its potential membership in EPR1.- 7 8 /  

A b s e n t  such a n  a n a l y s i s ,  t h e  Commission is l i m i t e d  as t o  t h e  re- 

sponse  i t  c a n  g i v e  M r .  Royer c o n c e r n i n g  t h i s  matter. However, 

LG&E is h e r e b y  apprised t h a t  shou ld  i t  decide to  become a m e m b e r  

of EPRI it w i l l  bear t h e  bu rden  i n  f u t u r e  cases of j u s t i f y i n g  t h e  

cost of its membership.  To do so, LG&E m u s t  p r e s e n t  clear docu- 

m e n t a t i o n  of t h e  b e n e f i t s  ava i lab le  t h r o u g h  membership,  its u t i l i -  

z a t i o n  of these b e n e f i t s  and its i n a b i l i t y  t o  obtain s u c h  b e n e f i t s  

at a lower cost. The Cornmission is also conce rned  t h a t  a s u b s t a n -  

t i a l  p o r t i o n  of EPRI's research c o n c e r n s  n u c l e a r  power which is of 

no di rec t  c o n c e r n  i n  Kentucky. I n  f u t u r e  cases, s h o u l d  it decide 

to j o i n  EPRI, LGcE m u s t  document whe the r  it could  r e c e i v e  a l l  

non-nuclear  related b e n e f i t s  if it reduced i ts  dues  by t h e  p o r t i o n  

related to n u c l e a r  research. The C o m m i s s i o n  wishes to emphas ize  

t h a t  t h e s e  are t h e  c o n d i t i o n s  =&E m u s t  m e e t  s h o u l d  it d e c i d e  to 

become a member of EPRI. These  c o n d i t i o n s  i n  no  way r e p r e s e n t  a 

prior  endor semen t  of s u c h  membership.  

C o a l  I n v e n t o r y  

- 

LG&E proposed to  include a coal Inven to ry  v a l u e d  a t  

$25,036,362 i n  t h e  ra te  base, for the t e s t  year ended Aoguet 31, 

1983, which  c o n s i s t e d  of 846 ,302  t o n s  a t  a weigh ted  a v e r a g e  cost 

of $ 2 9 . 5 8  per t on .  I n  LGsE's most r e c e n t  rate case t h e  Commission 
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admonished LG&E 

s i o n ' s  O r d e r  o n  

to manage its coal i n v e n t o r y  and  i n  t h e  Commis- 

R e h e a r i n g  it w a s  s t a t e d  t h a t ,  ' . . . the  Commission 

expects LG&E t o  develop a f o r m a l  c o s t - b e n e f i t  a n a l y s i s  of i t s  coal 

I n v e n t o r y  l e v e l  and t o  i n c o r p o r a t e  s u c h  a n  analysis in all f u t u r e  
rate a p p 1 i c a t i o n s . I -  79/ 

LG&E took s e v e r a l  measures to  comply w i t h  t h e  Commission's 

Orders  i n  Case No. 8616.  F i r s t ,  LGbE h e l d  i ts  coal p u r c h a s e s  to  a 

minimum i n  order to  r e d u c e  its coal i n v e n t o r y  l e v e l .  LG&E d i d  n o t  

p u r c h a s e  a n y  coal u n l e s s  it was r equ i r ed  unde r  a n  e x i s t i n g  con- 

t rac t ,  and i t  renegotiated exis t ing  coal aupply contracts  to ob= 

t a i n  reductions i n  coal shipments. Second, LGcE performed a coal 

i n v e n t o r y  s t u d y  t o  determine t h e  optimal coal i n v e n t o r y  l e v e l  

e n t i t l e d ,  A S t u d y  of t h e  O p t i m a l  Level of Coal Inventory. Mr. 

Wright  p o i n t e d  o u t  i n  h i s  t e s t i m o n y  t h a t  t h i s  coal i n v e n t o r y  

s t u d y ,  ". . . e s t a b l i s h e s  t h e  minimum coal i n v e n t o r y  w h i c h  is j u s t i -  

f ied.  I- 80/ T h i r d ,  LG&E adopted a new coal i n v e n t o r y  p o l i c y  based 

a n  t h e  results of its coal i n v e n t o r y  s t u d y .  The new wlicy recog-  

n i z e s  t h e  t i m i n g  of t h e  U n i t e d  Mine Workers  (*uMWD1 labor c o n t r a c t  

s tr ikes a s  t h e  m a j o r  c o n t i n g e n c y  w h i c h  necessi ta tes  t h e  use of a 

c y c l i c a l  coal i n v e n t o r y  l e v e l .  

The new policy p r o v i d e s  f o r  a coal i n v e n t o r y  
l e v e l  of b e t w e e n  90 and  100  d a y s  d u r i n g  t h e  
f i sca l  year l e a d i n g  i n t o  a UMW labor  c o n t r a c t  
n e g o t i a t i o n  and  be tween 80 and 90 d a y s  d u r i n g  
t h e  f i s c a l  y e a r  b e f o r e  t h e  n e g o t i a t i o n s ,  and 
between 70 and 80 days gyf ; ing  t h e  f i s c a l  y e a r  
a f t e r  t h e  n e g o t i a t i o n s . -  

Furthermore, t h e  new policy u s e s  t h e  c u r r e n t  12-month a v e r a g e  ra te  

to  ca lcu la te  t h e  daye' b u r n  i n  l i e u  of the a v e r a g e  d a i l y  b u r n  rate 

d u r i n g  t h e  peak ammef season used  u n d e r  t h e  o l d  p o l i c y .  
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Using t h e  12-month a v e r a g e  t e s t  period b u r n  rate of 9 ,521  

tons per day,=' the August 31,  1983,  coal inventory level equates 

t o  89-days' b u r n .  S i n c e  t h e  t e a t  year f a l l s  i n  t h e  f i s c a l  year 

before t h e  UMW labor c o n t r a c t  n e g o t i a t i o n s ,  LGhE's t e s t - y e a r - e n d  

coal i n v e n t o r y  is w i t h i n  i ts  new c o a l  i n v e n t o r y  p o l i c y .  

I n  t h i s  p r o c e e d i n g ,  the Commission has rev iewed t h e  test-  

year-end coal i n v e n t o r y  l e v e l ,  e v a l u a t e d  LG&E'S new coal inventory 

p o l i c y  i n c l u d i n g  t h e  methodology used  to  a r r i v e  a t  t h i s  new p o l i c y  

and d e t e r m i n e d  t h a t  no a d j u s t m e n t  to t h e  coal i n v e n t o r y  l e v e l  is 

n e c e s s a r y .  The Commission h a s  a lso accepted LG&Eq6, proposal to  

price t h e  coal i n v e n t o r y  at t h e  t e s t - y e a r - e n d  we igh ted  average 

i n v e n t o r y  cost per t o n .  The Commission is c o g n i z a n t  of t h e  steps 

t a k e n  by LG&E t o  reduce its coal i n v e n t o r y  l e v e l  and is pleased 

t h a t  LG&E is striving t o  manage its Coal i n v e n t o r y  l e v e l .  Con- 

s i d e r i n g  t h e  cost to  f i n a n c e  coal i n v e n t o r y ,  it is i m p e r a t i v e  t h a t  

LG&E be s e n s i t i v e  t o  i n v e n t o r y  control. LGCE is beginning to 

d e m o n s t r a t e  t h e  s e n s i t i v i t y  w h i c h  t h e  Commlsslon expect8 to con- 

t i n u e  i n t o  t h e  f u t u r e .  

Fue l  Cost S y n c h r o n i z a t i o n  

In Case No. 0648,  Adjustment of R a t e s  for Wholeaa le  Elec- 

tric Power t o  Member C o o p e r a t i v e s  of E a s t  Kentucky Power Coopera- 

t i v e ,  I n c . ,  t h e  Commission s ta ted  t h a t  t h e  fuel cost s y n c h r o n i z a -  

t i o n  issue would be i n v e s t i g a t e d  f u r t h e r  to  d e t e r m i n e  whether a n  

a d j u s t m e n t  " to  zero o u t  t h e  f u e l  a d j u s t m e n t  c l a u s e "  for e a c h  elec- 

t r i e  u t i l i t y  was n e c e s s a r y .  The A G ' s  w i t n e s s ,  Dr. Gerber, 

proposed a s i m i l a r  a d j u s t m e n t .  Dr. Gerber recommended t h a t  t h e  

t e a t  period (normalized) revenue6 be reduced by $3.359 m i l l i o n  and 
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it be r e f u n d e d  to  t h e  r a t e p a y e r s  v i a  t h e  F u e l  Ad jus tmen t  C l a u s e  

("PAC") to correct a problem w i t h  t h e  ' r o l l - i n "  meChani6m u t i l i z e d  

by t h e  Commission. H e  also recommended t h a t  all f u e l  e x p e n s e s  a n d  

p u r c h a s e d  power expenaes be removed from this rate case and they 

be reviewed by the Commission s o l e l y  i n  FAC proceedings. 

Dr. Gerber c a l c u l a t e d  t h e  $ 3 . 3 5 9  m i l l i o n  a d j u s t m e n t  by  

t a k i n g  t h e  d i f f e r e n c e  be tween  FAC r e v e n u e s  a c t u a l l y  collected b y  

LG&E as p r e s c r i b e d  b y  t h e  Commission and  FAC r e v e n u e s  which would  

have been  collected w i t h  a c h a n g e  i n  t h e  base f u e l  ra te  as h e  

recommended. D r .  Gerber d i d  n o t  c o n s i d e r  t h e  l e v e l  of tes t  p e r i o d  

FAC e x p e n s e s  [ F ( m ) ]  i n  t h e  c a l c u l a t i o n  of h i 6  a d j u s t m e n t .  Apply- 

i n g  Dr. Gerber's a d j u s t m e n t ,  FAC r e v e n u e s  would be a p p r o x i m a t e l y  

$1.6 m i l l i o n  less t h a n  F A C  e x p e n s e s  for t h e  tes t  period.=/ If 

t h e  Commission c h o s e  to  make s u c h  an a d j u s t m e n t ,  it m u s t  c o n s i d e r  

t h e  l e v e l  of FAC e x p e n s e s  i n c u r r e d  by  LG&E d u r i n g  t h e  tes t  period 

to  properly "zeco o u t  t h e  FAC". 

Dr. Gerber n o t e d  t h a t  - no a d j u s t m e n t  would e f f e c t i v e l y  pro- 

d u c e  t h e  same results ( i .e. ,  r e f u n d  t h e  $3.359 m i l l i o n  over- 

recovery to  the r a t e p a y e r s )  a8 h i 8  recommended a d j u e t m c n t . f i /  I f  

the Commiasion a c c e p t e d  D r .  Gerber'e recommendation i n  t h i s  came, 

t e s t - p e r i o d  FAC r e v e n u e s  would be d e c r e a s e d ,  t h e r e b y  i n c r e a s i n g  

the r e v e n u e  r e q u i r e m e n t  needed  to  cover LG6E.s test period 

e x p e n s e s .  

The c r u x  of D r .  Ge rbe r ' s  a r g u m e n t ,  as h e  s t a t e d  d u r i n g  

c r o s s - e x a m i n a t i o n ,  d e a l s  w i t h  t h e  " r o l l - i n "  mechanism u t i l i z e d  by 

t h i s  COItIKiiSSiOn- *'' a n d  n o t  t h e  f u e l  cost s y n c h r o n i z a t i o n  issue-a 

problem which s h o u l d  be a d d r e s s e d  i n  an FAC p r o c e e d i n g  and n o t  i n  
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t h i s  rate case. The methodology used by t h e  Commission to t r a n s -  

f e r  (roll i n )  FAC e x p e n s e s  i n t o  t h e  base rates was d e t e r m i n e d  i n  

Case No. 8056, An Examina t ion  by t h e  P u b l i c  S e r v i c e  Commission of 

t h e  A p p l i c a t i o n  of t h e  F u e l  Adjus tment  C l a u s e  of L o u i s v i l l e  Gas 

and Elec t r ic  Company p u r s u a n t  t o  807 KAR 5:056E, S e c t i o n s  l(11) 

and ( 1 2 1 ,  i n  1981.  F u r t h e r m o r e ,  D r .  Gerber h a s  n o t  per formed a n  

a n a l y s i s  t o  d e t e r m i n e  if t h e  o v e r - r e c o v e r y  of FAC e x p e n s e s  b y  LGbE 

d u r i n g  t h e  tes t  period was a c t u a l l y  d u e  to  t h e  r o l l - i n  mechanism 

as he claimed- 86’ or w h e t h e r  it was d u e  t o  v a r y i n g  sales  volumes  or 

sane c o m b i n a t i o n  t h e r e o f  .- 8 7 /  

C e r t a i n l y ,  t h e  Commission does n o t  w i s h  t o  g i v e  LGbE, or 

any  o t h e r  electric u t i l i t y ,  t h e  o p p o r t u n i t y  to  recover t h e  same 

fbel  costs twice. L i k e w i s e ,  t h e  Commission does n o t  w i s h  t o  pe- 

n a l i z e  =&E or any  o t h e r  e lec t r ic  u t i l i t y  u n j u s t l y .  S i n c e  bo th  

a l t e r n a t i v e s  d e s c r i b e d  above produce  e s s e n t i a l l y  t h e  same results,  

t h e  Commission is of t h e  op in ion  t h a t  a n  a d j u s t m e n t  o f  t h i s  t y p e  

is n o t  n e c e s s a r y  a t  t h i s  time. 

I n t e r r u p t i b l e  R a t e s  

Accord ing  to  t h e  Order i n  Case No. 8616,  LGhE reported on 

i t s  e f for t s  to d e t e r m i n e  t h e  i n t e r e s t  i n  t h e  approved  I n t e r r u p -  

t i b l e  S e r v i c e  ( a I S a )  t a r i f f .  T h e  IS t a r f f f  had been circulatcd to 

a l l  e l i g i b l e  customers and s e v e r a l  e x p r e s s e d  some i n t e r e s t .  It  

appears t h a t  LG&E is t r y i n g  to accommodate those c u s t o m e r s .  

The Commission is s t i l l  of t h e  o p i n i o n  t h a t  i n t e r r u p t i b l e  

rates can be an i m p o r t a n t  i n g r e d i e n t  i n  a n  o v e r a l l  load management 

s t r a t e g y .  Therefore, t h e  Commission a p p r o v e s  the proposed IS 

t a r i f f  a s  f i l e d .  I n  a d d i t i o n ,  LGhE shall i n  i ts next rate f i l i n g  
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p r o v i d e  a n  upda ted  report o n  its e f f o r t s  to  m a r k e t  i n t e r r u p t i b l e  

service. 

Time-of-Day R a t e s  

P r e s e n t l y ,  LGbE is i n  t h e  m i d s t  of a rate d e a i g n  experiment 

t o  e v a l u a t e  t h e  cost e f f e c t i v e n e s s  of t ime-of-day rates. The 

rates a p p l y  t o  c e r t a i n  large commercial and i n d u s t r i a l  c u s t o m e r s .  

LG&E h a s  proposed i n  t h i s  case t o  pass t h rough  to  t h e  t ime-of-day 

c u s t o m e r s  t h e  ra te  i n c r e a s e s  approved  f o r  t h e  o t h e r  large 

commercial and i n d u s t r i a l  c u s t o m e r s  which  are s e r v e d  u n d e r  t h e  LC 

and t h e  LP t a r i f f s .  

The Commission f i n d s  t h a t  t h e  increases approved  for t h e  LC 

and LP t a r i f f  s h o u l d  be p a s s e d  t h r o u g h  t o  t h e  customers s e r v e d  on  

t h e  LC Time-of-Day R a t e  and LP Time-of-Day R a t e  t a r i f f s  i n  

a c c o r d a n c e  w i t h  t h e  methodology as p r e s e n t e d  i n  r e s p o n s e  t o  I t e m  

No. 22 of t h e  Commission 's  O r d e r  d a t e d  December 29, 1983. LGLE 

s h a l l  f i l e  t h e  r e v i s e d  LC Time-of-Day and  LP Time-of-Day t a r i f f s  

w i t h  t h e  workpape r s  w i t h i n  20  d a y s  from t h e  i s s u a n c e  of t h i s  

Orde r  . 
Marg ina l  C o s t  of S e r v i c e  

P u r s u a n t  to  t h e  O r d e r  i n  A d m i n i s t r a t i v e  Case No. 203 ,  

Rate-making S t a n d a r d s  I d e n t i f i e d  i n  t h e  P u b l i c  U t i l i t y  R e g u l a t o r y  

P o l i c i e s  A c t  of  1978,  LGhE f i l e d  a m a r g i n a l  cost s t u d y  i n  t h i s  

case. Mr. W. S t e v e n  S e e l y e ,  Ma themat i c i an  i n  t h e  R a t e s  and 

Economic R e s e a r c h  Depar tmen t  of LGbE, s p o n s o r e d  t h e  s t u d y .  The 

s t u d y  "used  t h e  System Response  Method of c a l c u l a t i n g  m a r g i n a l  

Costs. 80' T h i s  method relies o n  t h e  reeponees of LGbE's s y s t e m  

p l a n n e r s  w i t h  r e g a r d  t o  how t h e  c a p a c i t y  e x p a n s i o n  p l a n  would be 
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changed i f  demand w e r e  i n c r e a s e d  or decreased. For a n  i n c r e a s e  i n  

demand, t h e  m a r g i n a l  c a p a c i t y  c o a t  was e a t i m a t e d  t o  be $ 6 6  per Kw 

per y e a r  i f  p u r c h a s e d  power could be used  t o  m e e t  t h e  increase i n  

demand or $92 per Kw per y e a r  i f  a combus t ion  t u r b i n e  w a s  needed.  

F o r  a d e c r e a s e  i n  demand, t h e  m a r g i n a l  c a p a c i t y  cost was estimated 

to  be zero. W i t h  r e g a r d s  to  m a r g i n a l  e n e r g y  cost a p r o b a b a l i s t i c  

p r o d u c t i o n  cost s i m u l a t i o n  model pu rchased  from Ebasco  B u s i n e s s  

Consu l t ing  Company ("Ebasco") was used.  Marg ina l  t r a n s m i s s i o n  

c a p a c i t y  costs and m a r g i n a l  d i s t r i b u t i o n  costs were also p r o v i d e d .  

I n  A d m i n i s t r a t i v e  C a s e  No. 203, t h e  Commission o r d e r e d  t h a t  

m a r g i n a l  cost s t u d i e s  be f i l e d  i n  rate cases because it b e l i e v e d  

m a r g i n a l  costs were a v a l u a b l e  i n p u t  t o  t h e  ra te  d e s i g n  i s s u e s  

f a c i n g  the  companies .  Accord ing  t o  Mr. S e e l y e ,  LGhE h a s  n o t  used 

t h e  s t u d y  for any  rate d e s i g n  matters.=/ Y e t  i n  t h i s  case, t h e r e  

are  s e v e r a l  issues to which i t  seems t h e  r e s u l t s  of t h e  marginal 
cost s t u d y  c o u l d  be applied.  They c o u l d  be used  i n  t h e  develop-  

ment of t h e  i n t e r r u p t i b l e  t a r i f f ,  i n  t h e  r e v i e w  of t h e  s h i f t  of 

costs from e n e r g y  to demand i n  t h e  l a r g e  commercial and i n d u s t r i a l  

t a r i f f s ,  and i n  the review of the i n d u s t r i a l  t ime-of-day t a r i f f s .  

I n  f u t u r e  cases, m a r g i n a l  costs w i l l  be needed to  d e v e l o p  cogener -  

ation and small p o w e r  production rates. Thus, the Commlssion 

e x p e c t s  to have  t h e  i s s u e s  related to  m a r g i n a l  costs b e f o r e  it f o r  

some t i m e  t o  come. 

However, b e f o r e  t h e s e  i a s u e a  r e t u r n  t o  t h i s  Commission 

there are s e v e r a l  o t h e r  i s s u e s  t h a t  need to be addressed. F i r s t ,  

there is t h e  q u e s t i o n  of why t h e  m a r g i n a l  cost of Trlmble County 

was n o t  used  i n  t h e  d e t e r m i n a t i o n  o f  m a r g i n a l  c a p a c i t y  cost i n  t h e  
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case of a change  In demand.- ’*’ A c a r e f u l  r e a d i n g  of t h e  t r a n -  

scr ipt  makes it a p p a r e n t  t h a t  there w a s  n o t  a clear r e s o l u t i o n  of 

t h i s  conce rn .  Second,  it was p o i n t e d  o u t  t o  klr. S e e l y e  t h a t  there 

were i n c o n s i s t e n c i e s  i n  t h e  m a r g i n a l  e n e r g y  cost c a l c u l a t e d  i n  t h e  

p r o d u c t i o n  c o s t i n g  model and t h e  a c t u a l  e n e r g y  costs r e p o r t e d  by 

L G & E , z ’  Hr. S e e l y e  r e sponded  t h a t  t h e  problem was t h e  model*- 92/ 

Mr. F a l k e n b e r q ,  who p r e v i o u s l y  was employed by Ebasco and  h e l p e d  

to develop t h e  model used by LGLE,  i n d i c a t e d  t h a t  t h e  d i s c r e p a n c y  
may r e s u l t  from LG&E’s u n d e r s t a n d i n g  and u s e  of t h e  model.- 93/ 

The Commission does n o t  require t h a t  a marginal cost  s t u d y  

be f i l e d  i n  t h e  n e x t  rate case e x c e p t  to t h e  e x t e n t  i t  may be 

n e c e s s a r y  for the deve lopmen t  of c o g e n e r a t i o n  rates w h i c h  may have  

t o  be filed. However, t h e  Commission d o e s  cequeat t h a t  t h e  issues 

raised p r e v i o u s l y  i n  t h i s  s e c t i o n  be g i v e n  a d d l t l o n a l  con- 

s i d e r a t i o n  i n  f u t u r e  f i l i n g s  of marginal cost s t u d i e s .  

SUMMARY 

The Commission, h a v i n g  considered t h e  e v i d e n c e  of record 

and being a d v i s e d ,  is of t h e  o p i n i o n  and f i n d s  t h a t :  

1. The rates in Appendix A are t h e  fair, j u s t  and 

r e a s o n a b l e  rates for LG&E and w i l l  p roduce  gross a n n u a l  r e v e n u e s  

based on a d j u s t e d  test y e a r  sales of a p p r o x i m a t e l y  $669,958,991. 

2. The r a t e s  of r e t u r n  g r a n t e d  h e r e i n  are f a i r ,  j u s t  and 

reasonable and will provide for t h e  f i n a n c i a l  o b l i g a t i o n s  of LG&E 

with a r e a s o n a b l e  amount r ema in ing  for e q u i t y  growth.  

3 .  The rates proposed by LG&E would  produce r e v e n u e  i n  

e x c e s s  of t h a t  f o u n d  r e a s o n a b l e  h e r e i n  and s h o u l d  b e  denied upon 

appl icat ion of KRS 2 7 8 . 0 3 0 .  
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IT IS THEREFORE ORDERED t h a t  t h e  rates in Appendix A be and 

t h e y  hereby are approved  for s e r v i c e  r e n d e r e d  by LG&E o n  and a f t e r  

May 14, 1984. 

I T  IS FURTHER ORDERED t h a t  t h e  ra tes  p roposed  by LG&E b e  

and t h e y  h e r e b y  are d e n i e d .  

I T  IS  FURTHER ORDERED t h a t  w i t h i n  20 days from t h e  d a t e  of 

t h i s  O r d e r  LG&E shall f i l e  with the Commission t h e  LC Time-of-Day 

and LP Time-Of-Day t a r i f f  s h e e t s  and t h e  supporting workpape r s  f o r  

those t a r i f f s .  

I T  I S  FURTHER ORDERED t h a t  as Qf J u n e  1, 1984,  LGCE S h a l l  

file monthly reports of t h e  a c t i v i t i e s  and e x p e n d i t u r e s  associated 

with t h e  construction of Trimble County. 

I T  IS FURTHER ORDERED t h a t  w i t h i n  30 days from t h e  d a t e  of 

t h i s  Orde r  LG&E s h a l l  f i l e  w i t h  t h e  Commission its r e v i s e d  t a r i f f  

s h e e t s  setting out the r a t e s  approved herein. 

Done a t  F r a n k f o r t ,  Kentucky,  t h i s  16th day of May, 1984. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

Secretary 
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APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 8924 DATED h y  16, 1984. 

The following rates and c h a r g e s  are prescribed f o r  t h e  

c u s t o m e r s  i n  t h e  area s e r v e d  by L o u i s v i l l e  Gas and Elec t r ic  

Company. A l l  o t h e r  rates and  charges not specifically 

ment ioned  h e r e i n  s h a l l  remain t h e  same as t h o s e  i n  effect  u n d e r  

a u t h o r i t y  of this Commission prior t o  t h e  effective date of 

t h i s  Order .  

ELECTRIC SERVICE 

RESIDENTIAL SERVICE* 

(RATE R) 

Rate: 

C u s t o m e r  Charge:  $3.16 per meter per month. 

Winter  Rate: (Applicable d u r i n g  8 month ly  b i l l i n g  

F i r s t  600 k i l o w a t t - h o u r s  per  month 6.130 6 per Kwh 
A d d i t i o n a l  k i l o w a t t - h o u r s  per month 4 . 8 2 4  per Kwh 

Summer R a t e :  (Applicable d u r i n g  4 month ly  b i l l i n g  p e r i o d s  

p e r i o d s  of October t h r o u g h  May) 

of June t h r o u g h  September) 

A l l  k i l o w a t t - h o u r s  per month 6.698 C per Kwh 

WATER HEATING RATE* 
(RATE WH) 

Rate: 4.902 per k i l o w a t t - h o u r .  - 
Minimum 13111: $1.95 per month per heater. 

*The m o n t h l y  k i l o w a t t - h o u r  ueage  s h a l l  be s u b j e c t  to p l u e  or minue  
an rdjumtmsnl: per Kwh dstormined i n  accordance with t h e  F u e l  
Adjurrtment Clause. 



GENERAL SERVICE RATE* 
(RATE G S )  

R a t e  : - 
C u e  tome c Charge : 

$3.73 per meter per month for s i n g l e - p h a s e  service 
$7.45 per m e t e r  per  month for three-phase s e r v i c e  

Win te r  R a t e r  (Applicable d u r i n g  8 m o n t h l y  b i l l i n g  periode 

A l l  k i l o w a t t - h o u r s  per month 6 . 5 3 9  g! per Kwh 

Summer R a t e :  (Applicable  d u r i n g  4 m o n t h l y  b i l l i n g  p e r i o d s  
of June t h r o u g h  September) 

A l l  k i l o w a t t - h o u r s  per month 7.317 k per Kwh 

of October t h r o u g h  May) 

Minimum B i l l :  

The minimum b i l l  for s i n g l e - p h a s e  service s h a l l  be t h e  
customer c h a r g e .  

The minimum b i l l  f o r  t h r e e - p h a s e  s e r v i c e  s h a l l  be t h e  
c u s t o m e r  c h a r g e ;  provided, however ,  i n  u n u s u a l  
c i r c u m s t a n c e s  where a n n u a l  k i l o w a t t - h o u r  usage is less t h a n  
1 , 0 0 0  t i m e s  t h e  k i l o w a t t s  of c a p a c i t y  r e q u i r e d ,  Company may 
c h a r g e  a minimum b i l l  of n o t  more t h a n  966  per month per 
k i l o w a t t  of c o n n e c t e d  l o a d .  

S P E C I A L  RATE FOR NON-RESIDENTIAL ELECTRIC 
SPACE HEATING SERVICE - RATE GS* 

Rate: - 
For a l l  consumption recorded on t h e  eeparate meter d u r i n g  
t h e  h e a t i n g  ooacran t h o  rstc, mhal l  be 4.86R # per 
k i l o w a t t - h o u r .  T h i s  spec ia l  rate s h a l l  be s u b j e c t  t o  t h e  
P r i m a r y  S e r v i c e  D i s c o u n t ,  F u e l  C l a u s e  and  Prompt Payment 
P r o v i s i o n  a s  are embodied I n  Rate  GS. Dur ing  t h e  four 
non-hea t ing  s e a s o n  month8 a n y  e l ec t r i c  usage r e c o r d e d  on 
t h e  separate space h e a t i n g  meter s h a l l  be combined w i t h  
me te red  u s a g e  for other  p u r p o s e s  a t  the same l o c a t i o n  and 
be b i l l e d  a t  Rate G S .  

*The m o n t h l y  k i l o w a t t - h o u r  usage s h a l l  be subject to  p lus  or m i n u s  
a n  a d j u s t m e n t  per Kwh d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  t h e  F u e l  
Ad jus tmen t  C l a u s e .  
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Minimum B i l l :  

$6 .70  per month for each month of t h e  " h e a t i n g  s e a s o n . "  
T h i s  minimum c h a r g e  is i n  a d d i t i o n  to  the r e g u l a r  mon th ly  
minimum of Rate GS t o  which this rider applies.  

DIRECT CURRENT POWER* 
(RATE DC) 

R a t e  : - 
Customer  Charge: $8.00  per meter per month. 

A l l  k i l o w a t t - h o u r s  per month 7.683$ per Kwh 

Minimum Bill: 

$2.90 per month per horsepower of customer's total 
connected direct c u r r e n t  load b u t  i n  no case less t h a n  the 
customer charge. Horsepower of apparatue will be baeed on  
m a n u f a c t u r e r ' s  r a t i n g  . 

OUTDOOR LIGHTING SERVICE 
(RATE OL) 
OVERHEAD 

R a t e s :  

Overhead Service 
M e r c u r y  Vapor 
100 w a t t *  
175 w a t t  
250 watt 
400 w a t t  
400 watt  floodlight 

1000 w a t t  
1000 w a t t  f l o o d l i g h t  

High Prcsaure Sodium Vapor 
250 watt 
400 w a t t  
4 0 0  w a t t  f l o o d l i g h t  

R a t e  Per L i q h t  
P e r  Month 

$ 6.46 
7.47 
8 . 6 5  

10.89 
10.89 
20.89 
2 0 . 8 9  

11.97 
14.19 
1 4  . 19 

Restricted t o  those u n i t s  in service o n  5-31-79 

*The month ly  k i l o w a t t - h o u r  u s a g e  s h a l l  be s u b j e c t  to  p l u s  oc minus  
a n  a d j u s t m e n t  per Kwh d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  the F u e l  
Adjus tment  C l a u s e .  
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Underground Service 

100 Watt - Top Mounted 
175 W a t t  - Top Mounted 

$11.48 
12.16 

* R e s t r i c t e d  t o  t h o s e  u n i t s  i n  service o n  5-31-79. 

Special Terms and  C o n d i t i o n s :  
1. Company w i l l  f u r n i s h  and  i n s t a l l  t h e  l i g h t i n g  u n i t  complete 

w i t h  lamp, f i x t u r e  or l u m i n a i r e ,  control device ,  and mast ann. 
The above rates f o r  o v e r h e a d  service contemplate i n s t a l l a t i o n  on 
a n  e x i s t i n g  wood pole w i t h  s e r v i c e  s u p p l i e d  from o v e r h e a d  c i rcui ts  
o n l y ;  p r o v i d e d ,  however,  t h a t ,  when poes ib le ,  f l o o d l i g h t s  s e r v e d  
h e r e u n d e r  may be a t t a c h e d  to e x f s t i n g  metal s t r ee t  l i g h t i n g  
s t a n d a r d s  s u p p l i e d  from o v e r h e a d  s e r v i c e .  I f  t h e  l o c a t i o n  of a n  
e x i s t i n g  pole is n o t  s u i t a b l e  for t h e  i n s t a l l a t i o n  of a l i g h t i n g  
u n i t ,  t h e  Company w i l l  e x t e n d  its s e c o n d a r y  c o n d u c t o r  one span and 
i n s t a l l  a n  a d d i t i o n a l  pole for t h e  s u p p o r t  of s u c h  u n i t ,  t h e  
c u s t o m e r  t o  pay a n  a d d i t i o n a l  charge of $1.34 per month for each 
s u c h  pole so i n s t a l l e d .  If s t i l l  f u r t h e r  poles or c o n d u c t o r s  are 
r e q u i r e d  t o  e x t e n d  s e r v i c e  to  t h e  l i g h t i n g  u n i t ,  t h e  c u s t o m e r  w i l l  
be  r e q u i r e d  to  make a n o n - r e f u n d a b l e  c a s h  advance  equal  t o  t h e  
i n s t a l l e d  cost of such f u r t h e r  f ac i l i t i e s .  

PUBLIC STREET LIGHTING SERVICE 
(RATE PSL) 

R a t e  a 

Type of U n i t  

Overhead Service 
1 100 W a t t  Mercury V a p o r  

175 Watt Hercury V a p o r  
250 Watt Mercury Vapor 
400 W a t t  H e r c u r y  V a p o r  
400 Watt Mercury V a p o r ’  

(open bottom f i x t u r e )  

R a t e  P e r  
L i g h t  

Support Pet Year 

Wood P o l e  $69.11 
Wood P o l e  84.28 
Wood Pole 90.46 
Wood Pole 120.46 
Metal P o l e  201.68 

R e s t r i c t e d  to those u n i t s  i n  s e r v i c e  o n  5/31/79. 
R e e t r i c t e d  t o  t h o s e  u n i t e  i n  s e r v i c e  o n  1/19/77. 
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Overhead Service ( c o n t . )  
400 Watt Mercury Vapor  F l o o d l i u h t  

1000 W a t t  Mercury V a p o r  
1000 W a t t  Mercury Vapor F o o o d l i g h t  

250 Watt  High P r e s s u r e  Sodium 
400 Watt  High P r e s s u r e  Sodium 
400 W a t t  High P r e s s u r e  Sodium 

F lood1  i gh  t 

Underground Service 
100 W a t t  Mercury Vapor TOP Mounted 
17 5 
175 
250 
400 
400 
400 

250 
250 
250 

400 
400 

1500 
6 0 0 0  

R a t e  : 

W a t t  Mercury Vapor Top Mounted 
Watt Mercury Vapor 
Watt Mercury V a p o r  
Watt Mercury Vapor 
Watt Mercury Vapor 
W a t t  Mercury V a p o r  
on Sta te  o€ Ky. A l u m .  P o l e  
Watt Righ Pressure Sodium Vapor 
W a t t  High P r e s s u r e  Sodium V a p o r  
Watt High Pressure Sodium V a p o r  
on S ta te  of Ky. A l u m .  Pole 
Watt High Pressure Sodium Vapor 
Watt High Pressure3Sodium Vapor 
Lumen I n c a n d e s c e n t  
Lumen I n c a n d e s c e n t  

8-1/2* 4 

Wood Pole 
Wood P o l e  
Wood P o l e  
Wood P o l e  
Wood Pole 

Wood Pole 

Metal Pole 
Pletal Pole 
Metal P o l e  
Alum. P o l e  

Xetal Pole 
Alum. P o l e  

Meta l  Pole 
A l u m .  Pole 
Metal P o l e  
Metal Pole 

LARGE COMMERCIAL RATE* 
(RATE LC) 

$120.46 
245.24 
245 . 2 4  

154 . 59 132.81 

154 . 5 9  

135.83 
143.82 

178.01 
163.49 

201.68 
240.76 

139 77 
225.34  
249.85 

148 . a 6  
261.25 
2 8 5 . 7 7  
93.70 
130.91 

C u s t o m e r  C h a r g e :  $15.63 per d e l i v e r y  point per month. 

*The m o n t h l y  k i l o w a t t - h o u r  usage s h a l l  be subject to p l u s  or minus 
an a d j u s t m e n t  per Kwh d e t e r m i n e d  in a c c o r d a n c e  with the Fuel 
Adjus tment  Clause. 

R8atriCtad to  tholre unite i n  service o n  3/1/67. 
Restricted to t h o s e  unit8 in service o n  3/1/67. - 5- 



Demand Charge: 

Second a r y Primary 
D i s t r i b u t i o n  D i s t r i b u t i o n  

W i n t e r  R a t e :  Applicable d u r i n g  
8 month ly  b i l l i n g  p e r i o d s  
of October t h r o u g h  May 

A l l  k i l o w a t t s  of b i l l i n g  demand $7.15 per Kw $5 .55  per Rw 
per month per month 

Secondary  P r i m a r y  
D i s t r i b u t i o n  D i s t r i b u t i o n  

Summer R a t e :  Appl icable  d u r i n g  
4 m o n t h l y  b i l l i n g  p e r i o d s  of 
J u n e  t h r o u g h  September 

A l l  k i l o w a t t s  of b i l l i n g  demand $10.18 per Kw $8.32 per Rw 
per month per month 

Enerqy  Charge: A l l  k i l o w a t t - h o u r s  per month 3.4266 per Kwh 

INDUSTRIAL POWER RATE* 
(RATE LPI 

R a t e :  

Customer Charge: $39.22 per d e l i v e r y  p o i n t  per month.  

Secondary  Primary T r a n s m i s s  i o n  
Demand Charge:  D i s t r i b u t i o n  D i s t r i b u t i o n  L i n e  

A l l  k i l o w a t t s  $8.90 per Kw $6.96 per Kw $5.81 per Kw 
of b i l l i n g  per month per month per month 
demand 

Energy  Charge2 A l l  k i l o w a t t - h o u r s  per month 3 .0076  per Kwh 

*The mon th ly  k i l o w a t t - h o u r  ueage  s h a l l  be s u b j e c t  to  p l u s  or m i n u s  an  
a d j u s t m e n t  per Kwh d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  t h e  F u e l  Adjus tment  
C l a u s e  . 
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I n t e r r u p t i b l e  
Service 

C a t e g o r i e s  

1 
2 
3 

I n t e r r u p t i b l e  S e r v i c e  

Maximum Annual 
Hours  of 

I n t e r r u p t i b l e  

150 
200 
2 50 

Monthly 
Demand 
C r e d i t  

CS/Kw-JMo 1 
$1.18 

1.57 
1.94 

S u p p l e m e n t a l  or Standby Service 

R a t e :  

E lec t r ic  service a c t u a l l y  used  e a c h  month w i l l  be  c h a r g e d  for i n  
accordance with t h e  p r o v i s i o n s  of the appl icable  ra te  s c h e d u l e ;  
p r o v i d e d ,  however ,  that the month ly  b i l l  s h a l l  i n  no  case be less t h a n  
an amount calculated a t  t h e  rate of $ 5 . 4 6  per k i l o w a t t  appl ied to t h e  
Contract Demand. 

- 

SPECIAL CONTRACT FOR ELECTRIC SERVICE TO 
AIRCO ALLOYS AND CARBIDE (AIR REDUCTION COMPANY, I N C . ) *  

Demand Charge: 

Primary Power ( 28,  SO0 KW) $11.36 per Kw per month 
Secondary  Power ( E x c e s s  KW) 5.69 per Kw per month 

Energy C h a r g e t  

P r i m a r y  c Secondary  power 2.1946 per Kwh 

SPECIAL CONTRACT FOR ELECTRIC SERVICE TO 
E. I. DUPONT DENEMOURS & COMPANY 

Demand Charge :  

All KW of b i l l i n g  demand $10.92 per Kw per month 

Energy Charge: 

All KWH 

*The m o n t h l y  k i l o w a t t - h o u r  usage s h a l l  be a u b j e c t  t o  p l u s  or minull  
a n  a d j u s t m e n t  per Kwh d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  the Fue l  
Adjus tment  C l a u s e  . 

-7- 



SPECIAL CONTRACT FOR ELECTRIC SERVICE TO 
LOUISVILLE WATER COMPANY* 

Demand Charge:  

KW of b i l l i n g  demand $7.47 per Kw per month 

Energy  Charge:  

A l l  KWH per month 2.4496 per Rwh 

SPECIAL CONTRACT FOR FORT KNOX* 

Demand Charge  : 

W i n t e r  R a t e :  (Applicable  d u r i n g  8 month ly  b i l l i n g  p e r i o d s  

A l l  k i l o w a t t s  of b i l l i n g  demand $6 .00  per Kw per month 

S u m m e r  R a t e :  (Applicable d u r i n g  4 month ly  b i l l i n g  periods 

A l l  k i l o w a t t s  of b i l l i n g  demand $8.10 per Kw per month 

o f  October t h r o u g h  May) 

of June t h r o u g h  September) 

Energy Charqe: A l l  k i l o w a t t - h o u r s  per month 2.9326 per Kwh 

RULES AND REGULATIONS GOVERNING THE SUPPLY OF ELECTRIC SERVICE 

G e n e r a l  R u l e s  

23. Charge  for D i s c o n n e c t i n g  and  Reconnec t ing  S e r v i c e .  
A c h a r g e  of $12.00 w i l l  b e made t o  cover disconnect ion and 
r e c o n n e c t i o n  of electr ic  service when d i s c o n t i n u e d  for non-payment 
of b i l l s  or f o r  v i o l a t i o n  of Company's r u l e s  and  r e g u l a t i o n s ,  s u c h  
c h a r g e  t o  be made b e f o r e  reconnection is e f f e c t e d .  I f  both gas 
and e lectr ic  services are r e c o n n e c t e d  at t h e  same t i m e ,  t h e  t o t a l  
c h a r g e  for b o t h  services s h a l l  be $12.00. 

R e s i d e n t i a l  and g e n e r a l  s e r v i c e  customers may request and be 
g r a n t e d  a t empora ry  auepcneion of e lec t r i c  s e r v i c e .  I n  the e v e n t  
of aoch t empora ry  a u e p c n a i o n ,  Company will meka A charge of $ 1 2 . 0 0  
t o  c o v e r  d i s c o n n e c t i o n  and r e c o n n e c t i o n  of e lec t r ic  s e r v i c e ,  s u c h  
c h a r g e  t o  be made b e f o r e  r e c o n n e c t i o n  is e f f e c t e d .  I f  b o t h  gas 
and e lec t r ic  s e r v i c e s  a r e  r e c o n n e c t e d  at t h e  same t i m e ,  t h e  t o t a l  
charge for both services shall be $12.00. 

*The m o n t h l y  k i l o w a t t - h o u r  usage s h a l l  be subject to plus or minus  
a n  a d j u s t m e n t  per Kwh d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  t h e  F u e l  
Adjus tment  C l a u s e .  
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GAS SERVICE 

G-1  

G e n e r a l  G a s  Rate 

R a t e :  

Customer Charge:  
$2.91 per d e l i v e r y  p o i n t  per month for r e s i d e n t i a l  service 
$5.82 per d e l i v e r y  p o i n t  per month f o r  n a n - r e s i d e n t i a l  s e r v i c e  

46.121t per 100 c u b i c  f e e t  

Summer A i r  c o n d i t i o n i n g  S e r v i c e  Under G a s  R a t e  G-1 

R a t e :  

manner h e r e i n a f t e r  p r e s c r i b e d ,  t h e  ra te  s h a l l  be 45.084 cents per 
100 c u b i c  f e e t ,  s u b j e c t  t o  t h e  "Purchased  G a s  Adjus tment"  and  t h e  
'Prompt Payment ?revision" i n c o r p o r a t e d  i n  R a t e  G-1. A l l  mon th ly  
consumpt ion  o t h e r  t h a n  " S u m m e r  A i r  C o n d i t i o n i n g  Consumption" s h a l l  
be b i l l e d  a t  t h e  r e g u l a r  c h a r g e s  s e t  f o r t h  i n  R a t e  G-1. 

For "Summer A i r  C o n d i t i o n i n g  Consumption" d e t e r m i n e d  i n  t h e  

Seasonal  Off-peak G a s  R a t e  

R a t e  t - 
Customer Charge: $9.65  per delivery p o i n t  per month 

45.079rC per 100 c u b i c  fee t  

G-7 - 
Rate for Uncommitted Gas S e r v i c e  

45.0796 per 100  c u b i c  f e e t  
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G-8 - 
Dual-Fuel Off-peak Gas Space H e a t i n g  R a t e  

Rate: - 
Customer  Charge:  $9.65 per d e l i v e r y  point per  month 

46.038# per 100 c u b i c  f e e t  

Prompt Payment P r o v i s i o n :  

The mon th ly  b i l l  w i l l  be r e n d e r e d  a t  t h e  above n e t  c h a r g e s  
( i n c l u d i n g  n e t  minimum b i l l s  when appl icable)  p l u s  a n  amount 
e q u i v a l e n t  to 1% t h e r e o f ,  which  amount  w i l l  b e  d e d u c t e d  p r o v i d e d  
b i l l  is paid w i t h i n  15 day8 f rom date. 

S u m m e r  A i r  C o n d i t i o n i n g  S e r v i c e  u n d e r  G a s  R a t e  G-8 

R a t e  t 

For consumpt ion  r e c o r d e d  d u r i n g  t h e  a f o r e s a i d  f i v e  b i l l i n g  
p e r i o d s  t h e  rate s h a l l  be 45 .084  c e n t s  per  100 c u b i c  f e e t ,  s u b j e c t  
t o  t h e  "Purchased  Gas Adjus tment"  and t o  t h e  "Prompt Payment 
P r o v i s i o n "  i n c o r p o r a t e d  i n  R a t e  G - 8 .  

- 

T- 1 - 
T r a n s p o r t a t i o n  of Customer-owned G a s  

Charges:  

The c h a r g e  for s e r v i c e  u n d e r  t h i s  rate s c h e d u l e  s h a l l  be s i x t e e n  
c e n t s  ( 1 6 6 )  f o r  each Hcf of gas  t r a n s p o r t e d .  T h i s  c h a r g e  may be 
i n c r e a s e d  or r e d u c e d  by appropriate f i l i n g s  made i n  a c c o r d a n c e  
w i t h  l a w  a n d  t h e  rates of t h e  P u b l i c  S e r v i c e  C o m m i s s i o n  o f  
Kentucky. In a d d i t i o n  to  euch  c h a r g e ,  i f  Company i e  r e q u i r e d  to 
add or  mod i fy  a n y  f a c l l i t i e e  i n  o r d e r  t o  i n i t i a t e  or p e r f o r m  t h e  
s e r v i c e s  s u p p l i e d  h e r e u n d e r ,  t h e  f u l l  cost  of s u c h  a d d i t i o n s  o r  
m o d i f i c a t i o n s  s h a l l  be paid  for by t h e  Customer.  

SPECIAL CONTRACT FOR FORT KNOX 

R a t e :  

Demand Charge: $1.53 per month per Mcf of b i l l i n g  demand 

Commodity Charge:  $4.4217 n e t  per Mcf d e l i v e r e d  
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RULES AND REGULATIONS GOVERNING THE SUPPLY OF GAS SERVICE 

General Rules 

23. Charges for Disconnecting and Reconnecting Service. A charge 
of $12.00 w i l l  b e made to cover disconnection and reconnection of 
gas service when discontinued for non-payment of bills or for 
violation of the Company's rules and regulations, such charge to 
be made before  reconnection is effected. If both gas and electric 
services are reconnected at the same time, the total charge for 
both services shall be $12.00. 

Customers under General Gas Rate G-1 may request and be granted 
a temporary suspension of gas service. In the event of such 
temporary suspension, Company w i l l  make a charge of $12.00 to 
cover disconnection and reconnection o f  electric service, such 
charge to be made before reconnection is ef fected.  If both gas 
and electric services are reconnected at the same time, the total 
charge for both services shall be $12.00. 
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